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It is not customary to write prefaces to occasional lectures 
published by the Institute. The departure from custom is 
warranted by the fact that public lectures on budgetary and 
financial matters have been rare. Secondly, even though a 
series of public lectures on these matters had been arranged in 
the Institute in 1966, the lectures could not be published till 
now. The Financial Management Unit came into being only 
in 1969 and I am glad to say it is assuming its role gradually. 
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With growing interest in training and research in the field 
of financial management, the need is being felt for more litera- 
ture on the subject of budgeting and financial management. It 
has therefore been decided to publish * 'The Occasional Lectures” 
in a serial form. In this series the two lectures given by 
Professor Gunnar E. Heckscher are published in this volume. 


New Delhi 
December 15, 1970 


J. N. KHOSLA 
Director 

Indian Institute of Public 
Administration 


FRUITEP At NAVCHfiTAN PRESS PRIVATE LIMITED (LESSEES OF 
ARJUN PRESS), NAYA BAZAR, DELm*6. 


The role of Budget as an instrument of policy and deci- 
sion-making is being realised to a greater extent with the advent 
of planning in this country. It forces the executive to think 
ahead and to think deeply with a view to comniitting his resour- 
ces of men, materials and money to future tasks. A good deal 
of literature is available on the topic of budgeting which serious 
students of Financial Management are aware of- 

‘The Budget as an instrument of administrative efficiency*’ 
is a profound theme, which has to be appreciated in the context 
of different constitutional and legislative set-up in different coun- 
tries. Professor Gunnar Heckscher, former Swedish Ambassador 
in India has been associated with the universities of Uppsala 
and Stockholm as Professor of Political Science. He has been 
the Chancellor of Stockholm Institute of Social Sciences, Leader 
of the Conservative Party in Sweden, served as an expert in the 
United Nations and has many books to his credit. His treat- 
ment of the subject of budget as an instrument of administrative 
efficiency therefore, has the backing of a varied experience. 
Objective budgeting gives the spending agencies freedom of 
choice in the details of executing the budgeted funds and there- 
fore it makes their work flexible and efficient. On the other 
hand in subjective budgeting the services are provided for the 
types of expenditure without much relation to the particular 
objectives. As an example of the difference in the two types of 
budgeting Dr. Heckscher has cited the case of a dictaphone. 
With the dictaphone, typists with less experience and training 
can be utilised. It is only the initial investment that is to be 
settled. The recourse to a dictaphone can be had when skilled 
stenographers are not available. The availability or otherwise 


(vra) 


of skilled stenographers at any givea point of .time .cannot be 
conceived of in advance when the budget is forinulated. , The 
decision is to be taken only when the need actually arises ' and 
when it is found that the men previously employed areinade- ^ 
quate to gain the purpose in view. 

He views objective budgeting as comprehending perfor- ' 
mance budgeting and he recommends this as an ideal in a 
comparatively smaller organisation where the leadership can 
exercise far*going control over its own administration. As an 
example of objective budgeting at government level 
Prof Heckscher has cited the case of the Netherlands. 

It is hoped that officials both in public and private sector 
and in government, and students of financial management will 
find the lectures interesting and illuminating. 

Ambassador Heckscher has been good enough to go 
through the manuscript and we are indebted to him for this 
ready help. 

I wish to acknowledge the assistance rendered by Shri 
K, B. Iyer, Training Associate of Financial Management Unit 
of the Institute in editing the lectures. 


New Delhi 
December 1, 1970 



M. J. K. THAVARAJ 
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THE BUDGET AS AN INSTRUMENT OF 
ADMINISTRATIVE EFFICIENCY— I 

Subjective and Objective Budgeting 

By 

Prof, Geiiiiar Hecksclser 
(Former Swedish Ambassador in India) 


Dr, Khosla (Director IIPA) : Friends, it is for me a 
very real pleasure to welcome His Excellency the Swedish 
Ambassador. Yon might have noticed downstairs, and that 
was done without my knowledge, that the name announced was 
Prof. Heckscher. It is as a professor that I would like most of 
us to welcome him to this Institute. I have the privilege of 
having known him since 1951 when I visited Sweden at the 
invitation of the Swedish Political Science Association to deliver 
a series of lectures at two or three centres there. 

His distinguished career is well known to you all and I 
am sure the Chairman today will say something about that. 

But personally, I feel the Institute is lucky to bring in 
experience of this kind. 

I am happy that we were able to get Mr. K. B. Mathur to 
be the Chairman for this lecture. He does not need any intro- 
duction. He has presided over such lectures before as the 
Chairman of the Railway Board, as Chairman of the Heavy 
Electricals and so many other public undertakings. He has had 
a remarkable record and has had to deal with some of the 
problems that would be raised in Prof. Heckscher’s lecture 
today. 

I thank you all for having come. I extend a hearty 
welcome to you, 

Mr, K, B. Mathur (Chairman) : Friends, I have great 
pleasure in introducing to you this evening’s lecturer. His 
Excellency Prof. Gunnar Heckscher. I have not had the pleasure 
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previously of knowing our distinguished lecturer. He is a 
political scientist who has taught for many years with great 
distinction political science and public administration in Sweden. i ; 

He joined the U.N.O. service in 1952 or 1953, to set up an 
Institute of Public Administration in Turkey. He was also the 
Vice-President of the International Political Science Association 
and then later, he joined the Swedish Parliament and was the 
leader of the Conservative Party. 

His topic today is “Budget as an Instrument of Adminis- 
trative Efficiency”. 

Prof. Gmnar HeckscJter : Mr. Chairman, Dr. Khosla and 
Gentlemen: May I say first that I am very happy to be intro- *■ 

duced in this way, particularly when I see Dr. Khosla here near 
me. I am pushed back about 15 , years in time when he was in 
Sweden giving lectures and taking sometimes part, I think, in 
seminar discussions. I now reciprocate it. He is now the 
academic person and I am the civil servant. In those days it 
was the other way round. Well, I think we have these ex- 
periences in common. We have found that there is very much 
which the civil servants and the students of political science and 
public administration have in common, and we still have reason 
to discuss with each other. 

When my friend, Dr. Khosla, asked me to come here I 
chose this subject, partly because it is one where I have done ' 

some research and partly because of its increasing importance. t 

My research on a project which I started some years ago was 
based on a study of budgeting procedures and budget structures ; 

in a number of western countries: the U.K., the U.S.A., ^ 

France, the Netherlands and Sweden. It did not include India f; 

nor any other country in this region. I must say that my | 

knowledge of budgeting in this part of the world is very limited I 

mdeedw::::;;:;:'::^^ 

The choice of countries when I started that piece of | 

research was based on the idea that I wanted to have countries . ; 

with different constitutional set-up: on the one hand, the U.K. 
with its long tradition of parliamentary government, where for 
hundreds of years the executive and the legislative branch had 
been, as it were, combined, if not united. At the other extreme, ► 

the United States of America, where there is still a very real 
division of power between the executive and the legislative arm: J 
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and then, countries like France, the Netherlands and Sweden, 
where to a varying degree, traditions based on division of power 
had been maintained in a system of parliamentary government. 

There are certain things I should like to emphasise before 
I go into the subject matter. 

In the first place, the limitations of what I am talking 
about. I am not talking about the budget as a political instru- 
ment. That, of course, was historically extremely important. 
The budget was a means for the parliament exercising power 
over the executive. The power of the purse, as it was called in 
the 17th century Britain, was perhaps the most important of all 
parliamentary powers. This is in most countries a thing of the 
past, though certain things of this type still remain. Even 
where we have parliamentary government, the budget procedures 
give an opportunity for Members of Parliament to influence 
political developments in a way rather different from and more 
general than what they get in ordinary legislation. But I am 
leaving that out here. I am not going into that constitutional 
aspect of the problem. 

Secondly, I am not going into the economic aspects of the 
problem. The budget is today seen, perhaps chiefly, as an 
instrument of economic policy, notably of cyclical policy, and I 
think that sometimes this aspect has been emphasised to the 
exclusion of the constitutional and political aspects of budget 
procedures. But I am leaving them out here because it would 
lead us too far afield if we wore to go into those problems. 

Now, if you look at the budget, and this is the third 
reservation, as an instrument of administrative efficiency, the 
part of the budget which is particularly important is the 
expenditure side. The revenue side is of a different character. 
The revenue side is more closely related to the purely economic, 
historical and constitutional aspects. But on the administrative 
side, it is chiefly the expenditure part of the budget which is 
important. Therefore, I am going to concentrate chiefly on 
that part. 

Since I chose the subject, I got a copy from Dr. Thavaarj 
of his paper* on Performance Budgeting. I am not going to 
go into any detail with regard to that paper. All I can say 


*An abbreviated version of the paper may be seen in Appendix. 
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today is that I am going to attempt to avoid overlapping, as 
far as possible, since I realize that Dr. Thavaraj’s paper has 
been distributed to yon. 

Finally, I would like in reference to his paper to add one. 
note on terminology. He uses in his paper the term "'perform- 
ance budgeting”. Now I realize that he uses the word in the 
sense that it is most usually employed. My terminology is 
slightly different. I would like to distinguish in this respect 
between what I call subjective and objective budgeting. By 
subjective budgeting I mean budgeting based on distinction, let 
us say, between personnel, equipment, current expenses, etc., of 
any given Ministry or agency employed for a number of 
purposes. By objective budgeting I mean more or less what he 
understands by performance budgeting, that is a system where 
the budget is split up with reference to particular projects or 
objectives and no clear distinction is made with regard to the 
means employed in each particular case. I shall come back to 
this terminological distinction, because in my terminology the 
word 'performance budgeting’ is used to indicate something even 
more specific than what I am here calling objective budgeting.. 
This, however, will chiefly be a matter for my next talk. It is 
always a mistake anyway to agree to give two lectures, because 
the division between the two always presents something of a 
problem. But I am going to try today to give a descriptive, 
largely a comparative statement, of budgetary structures and 
procedures, and then tomorrow I shall go into the problems of 
how these procedures can be changed so as to facilitate the 
development of administrative eflaciency. That is to say the 
descriptive, the more tedious part is for today, and the more 
controversial parts are for tomorrow. 

I think it is necessary to begin by reminding you of some- 
thing which you all know, namely, the very long procedures 
which go into the establishment, execution and control of a 
budget. It all, of course, begins with the demands which are 
made by specific sections of Ministries and/or independent 
administrative agencies. These demands are related to what 
the agencies or rather, the sections or the persons working 
there think is necessary from the point of view of their future 
work. And these demands are very different in character. 
Sometimes they are reduced to an absolute minimum in the 


THE BUDGET AS AN INSTRUMENT OF ADMINISTRATIVE EFFICIENG? 5 

opinion of the person making the demands. Sometimes they 
/ are presented with, va:;; margin ■ because:: The people presenting 

these demands know from experience that they won’t get what 
they ask for, and therefore, they ask for a little more than they 
need to in the hope of getting, after the cuts, what they 
actually require. This is a difference which is largely tempera- 
mental, but the differences in the shape of the demands are 
important, and it is necessary, therefore, not to make simple 
percentage cuts in the demands presented, but to go in some 
detail into the arguments in favour of certain demands. And 
^ this is done first in the substantive spending Ministry which 

screens the demands coming in from different sections and 
specific administrative agencies. 

In the system of my country, which is one of very far- 
going functional decentralisation, the demands are presented 
almost exclusively by independent administrative agencies and 
are then concentrated in a given ministry. Under the system, 
the Ministry is only a coordinating and not the actual spend- 
ing agency. But this is very unusual. In most cases, the 
Ministry is both the spending and the coordinating agency, 
and the whole work takes place inside the Ministry. The 
various sections present their demands and then they are 
screened centrally by some budget section or financial section 
of the Ministry in question, and there unavoidably, of course, 
the original demands are cut down because it is found when 
I they are added up that they reach figures which are obviously 

s unrealistic. So even the spending ministry will reduce the 

demands and will have to go, therefore, into some detail in 
studying these demands and the arguments advanced before 
they can present what, to them appears as the necessary 
minimum. 

Then you come to the next stage, where all the requests 
from the various Ministries have come in; you will again 
find, almost invariably, that the total figure is absolutely 
impossible. It is necessary for reasons of economy and for 
financial reasons and also for political reasons to reduce these 
^ ^ figures drastically in order not to allow the budget as a whole 

to grow beyond reasonable expectations. And here, of course, 
in the coordination and the cuts done by the Finance Ministry, 
and sometime also by the Cabinet, or some corresponding 
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agency— in the United States it is done by the President and the 
Bureau of the Budget — you also have to go into substantive 
details. It is impossible to say that you will cut expenditure in 
ail Ministries by 25 per cent or 50 per cent as it is, because, 
again for various reasons, it may be necessary to give priority 
to one particular field of public activity and also some 
ministries are by nature more careful than others in presenting 
their budget demands. I am emphasising these things to make 
it quite clear that these three stages — original demand, 
screening of the spending ministry and the coordination by 
the Finance Ministry— all of them require considerable amount 
of time. None of them gets done from one day to another. 
Ail of them require careful study — and study not only of the 
financial situation, but also of the administrative and political 
necessities involved in the presentation of budget figures. 

The next stage, of course, comes when the budget as 
such — and here again I am speaking of the expenditure side — 
is presented to Parliament. The scrutiny in Parliament can be 
more or less detailed. In some countries, such as the U.K. and 
France today, the parliamentary scrutiny of budget proposals 
is very general in character. It does not go into any detail. 
There is discussion, but there is no detailed study of the 
particular figures on presentation. In other countries, such as 
the United States and also Sweden, and to some extent even 
the Netherlands, Parliament repeats a considerable amount of 
the work which has been done previously, both by the Finance 
Ministry coordinating the demands of the spending ministries, 
and by each spending ministry. And in those cases, it also may 
happen more or less frequently, in the United States actually 
it is rather frequent, that the parliamentary agency, the parlia- 
mentary committees and other organs of Parliament will not 
only discuss but also make substantial changes in the budget 
proposals in the form not only of reducing demands to a 
lower figure, but sometimes also increasing them. In the United 
States, as a matter of fact, this is a very common occurrence. 
Congress, both the Senate and the House of Representatives, 
reduce sometimes by as much as 20 to 25 per cent the demands 
of the executive, but they may also decide to make increases on 
specific demands presented to them. This is very often under 
the influence of local or communal interests, which require a 
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particular field to be given a higher priority than proposed by 
the Government. This was formerly usual in many other coun- 
tries also. It was usual iH' France, when this" practice some- 
times went so far as to upset the whole budget structure. 
Today, it has been made impossible in France on the basis of a 
practice which was introduced, as a matter of fact, in the U.K. 
a long time ago, and that is by precluding parliament from 
making increases. Parliament may reduce, but may not 
increase the appropriations asked for by the Government. 
Here, therefore, there are very considerable differences. You 
may say that in the practice which is employed in the U.K. and 
France, largely also in the Netherlands and Sweden, the 
executive arm is responsible for the budgetary structure as a 
whole, whereas under the American system, formerly employed 
in other countries also, the responsibility rests with the 
legislature and the government may at the end find itself 
confronted with a budget which is not of its own making and 
which it may find some difficulty in executing in a reasonable 
manner. 

Again, of course, if this parliamentary scrutiny is to be of 
any value and importance, it takes a considerable amount of 
time. Thus from the beginning when the demands have been 
presented by the various sections and agencies to the spending 
ministries, and to the moment when the budget is actually 
approved in Parliament, quite a long period has passed, some- 
times over a year, which means that the original assumptions 
on which the demands were based may have changed out of all 
recognition by the time the budget has been approved. This 
time-lag may cause a need for supplementary budgets, and 
supplementary budgets are rather common practice in some 
countries. In my own country, Sweden, we have sometimes as 
many as three supplementary budgets in a year, and normally 
at least two. In France there is usually one and in other 
countries different procedures are being used. You may not 
always have technically a whole supplementary budget, but 
there are always means of rectifying the original figures on the 
basis of new occurrences. 

After the budget has been approved, there still remain 
three stages: the e xecutio n, the accounting and the audit stage. 
The execution of the budget, again, is something which in 
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most countries takes place in cooperation between the spend- 
ing ministries and their agencies and sections on one hand and 
the Finance Ministry on the other. The extent to which the 
Finance Ministry is involved in the execution of the budget 
varies very much from one country to another. There are 
countries, such as France, where the Finance Ministry follows 
in detail the execution of the budget at every particular point. 
There are other countries, such as Sweden, where not only the 
spending ministries but even the independent administrative 
agencies are supposed to be free to use the money appropriated 
— in accordance with the rules laid down — wholly on their own 
responsibility and without any cooperation from the Finance 
Ministry, 

The next stage is that of accounting, and here again the 
time problem comes in. Accounting in a private enterprise is 
one of the most important instruments for following economic 
developments. But in public budgeting, accounting usually — 
I would almost say very frequently — lags behind to such an 
extent that it is almost impossible to follow what is happening, 
how the money is being spent and how it is being used until 
it is too late to make any changes. Accounting is sometimes 
done by the spending ministries alone: sometimes by the 
Finance Ministry or some specific accounting agency, some- 
times doubly, both by one and by the other. 

Finally comes the stage of auditing, checking of whether 
the money has been used in accordance with the rules and 
procedures laid down. 

It should be noted that budgeting itself, that is the 
screening of demands by substantive ministries, by the Finance 
Ministry and by Parliament, provides important opportunities 
for discussing the past execution of the budget. Quite fre- 
quently, if the execution has been faulty, this will have an 
effect on the possibility of the administering agency in ques- 
tion to have its demands acceded to on future occasions. This 
is true, of course, when it comes to appropriations which recur 
year after year; but it is true also to some extent, at least, 
with regard to appropriations which appear only for a very 
limited period of time. It is a question of the confidence which 
the Ministry or agency in question inspires with the Finance 
Ministry, with the financial sections of the spending ministry 
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and with Parliament. And this will have a very considerable 
9 . infiuence on future possibilities. I think anybody who has 

been practically involved in budgeting, whether in Parliament 
or in administrative agencies, will know that some ministries 
and some agencies normally get exactly or almost exactly what 
they ask for because they are knowm to be careful in their 
financial administration. Others will have their demands cut 
down, frequently in quite an arbitrary way, simply because 
they do not command the respect of the deciding authorities. 

I shall pass very quickly over one aspect, namely, the 
^ legal character of the budget. Normally the budget is a law, 

finance law or budget law, whatever it is called. I think my 
own country, Sweden, is the only known exception to that. In 
i our system the budget is not a law. It has quite a different 

I character constitutionally. I think that the fact that in most 

countries the budget is a law is not only a technical device, 
but it has some relevance also from a constitutional point of 
view, and it may even in certain very rare cases give the courts 
jurisdiction over problems arising out of the budget. This, 
however, does not happen very often, and in most countries 
particular procedures are found to prevent the ordinary courts 
from interfering in matters of this kind. 

There is another matter, however, which is important 
and creates difficulties. That is the fact that the budget for 
practical reasons has to be adopted for a given period of time. 
Normally the budget is adopted for one year. In only one of 
^ the countries which I have studied, namely, the Netherlands, 

is there a constitutional provision for biennial budgets. How- 
ever, even there, this provision has never been applied in 
practice. Invariably the budget is adopted for one year only. 
This, of course, is a purely artificial arrangement. The work 
which is being done under the budget, and the financial cal- 
culations which are necessary for the budget, normally cover 
a much longer period of time than one year. The appropria- 
tions which are granted in one year may constitutionally or 
at least practically have an effect far beyond the year for which 
they have been approved and also the expenditure is, of 
course, not evenly distributed over the year. 

There are, therefore, in many countries today specific 
devices to facilitate long-term planning of both expenditure 
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and revenue* You do it with regard to— and here I would 
like to enter the Indian scene— a very considerable part of 
your investments through the five year plans. This is a pro- : 

cedure which is not employed in the same way in any other j 

country which I have studied. But you will always find some | 

means of explaining to what extent a given expenditure is. | 

binding for a long-term future or adopted only for a limited I 

period of time. This would, of course, present particular 
problems in budget making, and often budget-makers will 
tend to minimise the binding character of a given appropria- 
tion. They will try to indicate that the appropriation is for 
one year only, whereas in fact it creates a situation where it is 
almost inevitable not only to repeat the appropriation given, 
but sometimes also to increase it very considerably in future 
periods. 

Now there are a number of other structural problems 
which we cannot by-pass. There is the distinction between the 
current and investment budgets, or what you here call revenue 
and capital budget. Another term frequently used is budget- 
ing above and below the line. 

As a matter of fact, this is a very difficult distinction. 

In a great number of cases, the distinction is arbitrary. Some- 
thing may be put down as investment, whereas in actual fact 
it is current expenditure although distributed over a longer 
period of time than the budget year itself. To give one ins- 
tance of this: military equipment for the armed forces is 
normally noted down in the budget as investment although it ^ 

is, in fact, not only a recurring but actually a current expense, 
and it will then be necessary for various reasons to introduce 
some writing off procedure so as not to give to this so called ^ 

investment a character which is unrealistic. Sometimes, also,. f 

current expenditure is being used for smaller investments, and I 

in many cases this is a practical and normal procedure. Con- I 

sequently, the distinction between what you here call, like f 

ourselves, the capital budget and the current or revenue budget | 

is on the whole rather arbitrary. Various items may be moving ^ 

back and forth between the capital budget and the actual Y 

current budget, according to the political exigencies of the day,. I 

or according to the ideas of the Finance Minister or his ojffi- ij 

cials at any particular time. This, of course, has its effects on | 


the ' economic side. It is related to the question whether thC' 
budget should be financed wholly with current revenues or to 
what extent it should be financed by borrowing. As a matter 
of fact, the tendency is in certain circumstarxes to reduce the 
figures given to the capital budget so as to have a reason for 
financing more out of current revenues and taxes. In other 
circumstances, you do exactly the reverse, again to counter the 
effect which is desired on the revenue side. 

There is another point, perhaps not so important and not 
so much discussed, where also the revenue side and the expendi- 
ture side are closely correlated, and that is the question of net 
versus gross budgeting. There is today in every administration 
a considerable number of cases where revenues are contigent on 
expenditure, for instance for services rendered. And normally, 
not always, where there is gross budgeting, this means that the 
figure put down for expenditure is unrelated to the revenues*. 
There may be disadvantages in this. It may sometimes be that 
the administrative agency in question does not take sufficient 
interest in collecting revenues since they know that whether or 
not they collect these revenues their expenditure will be un- 
changed. There is also sometimes a situation where it would 
actually be more economical for the Government to spend more 
if the corresponding revenues would increase more quickly than 
the expenditure, and these developments may be retarded by 
the fact that this is not possible under the budget. 

There is another question of long-term expenditures, Hov/ 
does the budgeting provide for long-term expenditures? Here 
again, there are very considerable differences. There are some 
countries where there is no division, where simply what is going 
to be spent in one year is budgeted for that year regardless 
of what is going to happen in subsequent years. And if it is 
not used in the year covered by the budget in question, then the 
appropriation will lapse and a new appropriation will have to 
be made in the following year. I know some countries, which 
are not the subject of my study, where there is no provision for 
these long-term expenditures at all. We have in Sweden a 
rather curious arrangement with what we call reserved items. 
There are certain items in the budget where it is stated that if 
the money is not used this year, it can be reserved for the next 
or the year after, but usually not later than that. In the 
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presentation of the budget, usually the total estimated cost is 
stated as well as the expected distribution over several years, but 
technically Parliament will decide only on the grant for the year 
in question. 

The other extreme is the system sometimes employed in 
United States, where the whole of the obligated expenditure 
has to be covered in the budget for the year when the expendi- 
ture is to begin. This system does not always work out very 
favourably, if it is a question of expenditure which covers, let 
us say, four or five years, and there will have to be rectifications 
practically in every subsequent year as the estimates are being 
modified. This system is to some extent employed in France 
also, where obligated expenditure has to be approved to get 
parliamentary approval, at once and for the whole sum in 
question. 

There is another type of expenditure which is partially 
unpredictable, where it is practically impossible to say how 
much will be needed: for instance, cases where the State is 
legally bound to spend under certain laws. For instance, where 
the law says— “that is true largely in social legislation — that if a 
citizen finds himself in a certain difficult position, he is entitled 
to certain grant from the Government, let us say unemployment 
allowances, it is impossible to say in advance exactly what will 
be the sum total of the money required for unemployment 
allowances as long as you cannot predict exactly what the un- 
employment figure is going to be. And even in certain other 
cases, such as old age pensions and child allowances, where it 
is more easy to predict a situation, a certain latitude is required. 
There may be more children born in a year than expected. 
There may be more old people surviving than expected. In those 
cases also, the State is legally bound to spend the money pro- 
vided a given contingency arises. Now this again is met by 
different methods. In some countries, such as the United 
States, it is necessary in this case to pass a supplementary 
appropriation. In other cases, again such as my own country, 
certain items in the budget, particularly those which are regula- 
ted by legislation, are given a special status. They are called 
*Tiovisional items’’ and it is up to the authorities to spend 
more or less as the case may be. While that is so, there is 
again the danger that the budget figures may prove unrealistic. 


It may happen that figures of this type prove wrong to 5, 10, 
15 or 20 per cent even with regard to rather large expenditures, 
and even in cases where it should have been possible to make 
better predictions. 

Two more things with regard to actual budgeting ! In 
some countries, such as the U.K. and France, different proce- 
dures are used for new items which are more carefully scrutini- 
sed, and for recurring items where scrutiny is superficial and 
sometimes hardly takes place at all. I am in doubt as to whe- 
ther this is a wise procedure. There is sometime a danger that 
these recurring items will remain so without much change, even 
where there would be reason either to strike them out or 
to change them drastically. On the other hand, it is obvious 
that a new item will always require much more careful 
argument before it is adopted. 

Finally, there is the question of directives attached to the 
appropriations. Budgeting authorities may decide that money 
is to be used up to a given figure but only according to certain 
specific rules and regulations. In many countries these directives 
are adopted not only by administrative and ministerial agencies 
but by parliament itself Parliament will say, for instance, that 
they grant such and such money for a school of public adminis- 
tration, provided the curriculum is made up according to certain 
principles— otherwise the money cannot be used at all. This 
is another of the points where sometimes difficulties will be 
quite serious because of the time-lag between the original deci- 
sion and the actual execution of the budget. There may, for 
instance, be compelling reasons for changing the curriculum on 
the basis of developments which have taken place after the 
budgetary decisions were taken. 

Before I finish today, I should like to add a few words 
also about accounting and auditing. 

As to accounting, there is, as I said in the beginning, a 
difference between the cases where accounting is done centrally 
and where it is done by the spending agencies themselves. 
Particularly in the former case, where there is central account- 
ing, there is this difference between the public authority and 
private enterprise that the accounts do not give the necessary 
information for future activities, because they come in too late. 
In private enterprise, it is always possible at a given moment 
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to cal] for the accounts for a certain type of expenditure to see 
how this has been working, and even to make lightening changes 
in the budget in the light of experience which has been gained 
in that way. This is rarely possible in a public agency, and it 
is certainly never possible except where accounting is done by 

itself. The tinae-lag between 
execution and auditing, or even the time-lag between budgeting 
and accounting, is indeed a serious difficulty. The correlation 
between execution, past execution and former budgeting is also 
made more difficult in view of the fact that accounts are not yet 
available. When the budget, let us say, for 1966-67 is presen- 
ted, even the accounts for 1964-65 may not be available, and 
certainly accounts for the previous year 1965-66 can obviously 
not be available at all. And this makes calculations rather diffi- 
cult in the future. This is again one of the points which seem 
to indicate that a more flexible system of budgeting than was 
employed would be needed. 

Auditing in a way lies outside the scope of budgeting. 
But I think it is necessary all the same to say a few words 
ab§ut it, particularly about the objectives of audit. What is 
the* reason for an audit? What do we need it for? Well, the 
obvious answer is that audit is necessary to safeguard honesty 
and reliability. This is true in private enterprises. It is, of 
course, equally true in public administration. There has to 
be audit to prevent misappropriation and other malpractices 
in financial administration. But actually this is by no means 
the only, perhaps not even the most important objective of 
audit in public administration. In the first place, and this is 
the aspect which is really given importance in most administra- 
tive systems, the audit in public administration, as distinct 
from the audit in private enterprise, is very much concerned 
with the legality of the expenditure in question. There may be 
a situation where the money has been honestly spent, where 
there has been no maladministration from the point of view, 
let us say, of economic interest, but where the money has been 
spent for . a purpose which was not approved. There the 
spending of the money is illegal, although no dishonesty may 
be involved. 

Next, there is the question of economy. It is essential 
to check expenditure which are unnecessary even though the 
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expenditure may be perfectly honest, perfectly legal, but is all 
the same utterly useless, or at least excessive in view of what 
is gained by spending money. This is the case where things 
are bought at unreasonable cost. 

Finally, there is the question of the efficiency — what is 
called in private enterprise productivity— of the expenditure 
which is taking place. Now I think it may be said that the 
first three aspects, those of honesty, legality and economy, are 
normally quite well safeguarded by the auditing systems which 
are employed in public administration in our different countries, 
at least in the countries with which I am conversant. But the 
fourth, the question of efficiency and productivity, which plays 
a very great part in the audit of private enterprise, is not taken 
equal care of by the auditing system in public administration. 
And this becomes particularly serious in view of the fact that 
public administration is dealing more and more with economi- 
cally important activities. At the same time, it should be 
remembered that it is indeed much more difficult to check 
efficiency and productivity in most parts of public administra- 
tion than in private enterprise. The input-output relation is 
by no means obvious when it comes to, let us say, military 
arrangements or diplomatic administration, or administration 
of the law, or police, etc. It is very difficult to calculate in 
figures the input-output relations, and at the same time it is 
quite obvious that even the police may be more or less pro- 
ductive and that even in the case of appropriations for a pur- 
pose such as that it is necessary to keep the productivity as- 
pect before our eyes. 

There is a thing which happens in most of our count- 
ries, which is called “economy drive”. At a given moment 
public opinion requires that public expenditure should be 
reduced and there is an economy drive. In Britain in the 
period between the wars, in the 1920’s— some people may 
remember the name of Sir Eric Geddes and the so-called 
Geddes axe which was set to the British administration and 
which no doubt affected administration in India as well as in 
other parts of the world. I have seen to some extent in my 
own country how these “economy drives” work, and I found 
they are normally very effective when it comes to small items 
of expenditure, but totally ineffective when it comes to the 
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larger items. The reason is quite simple. .Economy in the 
sense in which the word is taken here is quite easily achieved 
when it comes, for example, to asking people to write on both 
sides of the paper instead of only one side of the paper; or of 
using a cheaper type of ink or using a typewriter for a longer 
time than before. But it becomes virtually impossible when 
it comes to old age pensions or military equipment or things 
of that sort, and it is quite obvious from the analyses of any 
budget which I have seen that the financially important parts 
are related not to minor items of administration but to the 
great substantive parts of public activity. Therefore, an 
economy drive of this type may lead to a reduction in expen- 
diture in hundreds of items by about 20 per cent but in the 
whole of the budget by only 1/20 per cent. And they may be 
very popular in that respect, but actually reduce rather than 
increase efficiency in actual financial administration. It is 
from this point of view, I think, that it is particularly impor- 
tant, as a basis for checks on economy, to maintain even at 
the accounting and auditing stages a very clear idea of the 
productivity and efficiency of various items of expenditure, so- 
that one may not fall into the usual mistake of over-emphasis- 
ing small economies and forget how little they mean for reduc- 
tion of public spending as a whole, by comparison to points, 
which are politically important and sensitive. 

Questions and Answers 

Q. No. 1 : Sir, I have two questions to ask. The first 
relates to the broader aspects. What would be the govern- 
ing principles when budgets are made in countries like 
China and the Soviet Union? Are they very different 
from the points you have underlined? 

Secondly, in your country in particular, and Scandinavia 
in general, the way the cooperative movement has develop- 
ed, do you think it has something to do with the manner 
in which budgets have been allocated? And how do these 
movements affect budgeting in these countries? 

Answer : The second question is one I am glad to 
answer. The first one I am totally incompetent to answer. 
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I do not know, unfortunately,: and I think very few people 
know, how the set-up of the; budget is in the countries which 
have the type ■ of Government " as China has, or mdeed in any^ 
country where socialism is practised, not in the sense in which 
the word is used in India but in a much more far-going sense. 
There, the public sector comprises the whole of the economy, 
and it should be true — whether it actually is true I do not 
know— that the practices of budgeting for private enterprise 
will have to be introduced into the public sector to a much 
greater extent than is the case in countries which still have a 
mixed economy of the type we have in Sweden and which I 
think you have in India. 

But even in countries which have a mixed economy, it is 
necessary to draw a distinction, let us say, between the railways 
on one band and the law courts on the other. The system 
will be different. Budgeting for the railways will be much 
more influenced by the practices of private enterprise. That is 
as far as I can get with your question of principle. 

With regard to the second question, the answer is simple* 
The cooperatives in countries like Sweden or Denmark or 
Norway or Finland or the U.K, do not affect the public budget 
at all, because the cooperative movements there are not, as I 
know is the case in India, an arm of the State. They are 
totally independent of the State. They make their own budgets 
just like any private enterprise. They normally receive no 
grants from the public. There are exceptions to this. But in 
the case where a cooperative receives grants from the public, 
as has been true for instance in some cases like producers’ 
cooperatives in agriculture in Sweden, the grants are made up 
in exactly the same way as if grants were given to a private 
enterprise to do something for the Government, There is an 
arrangement between them just as there may be an arrange- 
ment between the private enterprise and the Government for a 
given service. But the cooperatives in ■ our system do not at all 
form part of the Government budget. 

Now, I can give you an instance to illustrate this, and 
that is the case of the housing cooperatives. They build the 
houses, and the housing cooperatives are an important element 
in the housing policy of the Government; but they receive no 
grants. The only thing they do is that they are allowed to 
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collect rents, and they may be given particular loans for their 
investments. These loans will appear in the budget as loans 

Only to that extent would 
appear as part of the public budget. Normally, where 
grants of this type are made to a cooperative organisation, 
similar grants would be available to other organisations as 
well. Thus, the loans granted to housing cooperatives are not 
limited to those. They are available to private individuals 
building their own houses and appear under the same heading 
in the budget. 

Q. No. 2 : Does the frequency of supplementary budget- 
ing not promote laxity? You present three times a year 
your supplementary budgets. Therefore, departments may 
feel confident that they will get their money in the next 
one, or the next one and so on. 

Answer : That was true sometime ago. But normally it 
is much more difficult to get an appropriation in a supple- 
mentary budget than to get it the first time. Therefore, depart- 
ments will know that they cannot come back with supplemen- 
tary budgets for grants which they fail to present the first time. 
They will have to give a particularly careful justification for the 
supplementary budget. However, I do not see how it can be 
avoided. All countries must have some reasons for supple- 
menting their budgets! 

Dr. Khosla : One or two, but not three. 

Prof. Heckscher : Well, it is normally two, but it was 
three during the war. 

Q.No.3: What is the percentage of tolerance? How 
does this affect when the department is asking for budget 
provision? For example, in some cases it does happen that 
a department has a supplementary demand and yet has 
surrendered amounts more than supplementary demand 
asked for. 

The second question is: what is the device for providing 
for funds for advance sanction, particularly in case of 
public undertakings where they have to place orders years 
in advance for machinery which has to come from abroad? 
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Answer : With your permission I would like to save the 
first question till my next talk which will cover that ground. 

As to the second question, this problem arises not only 
in the case of public enterprises. It will also appear in the 
case of the armed forces, for instance, and procedures differ. 
In my country which is the only one where I have practical 
experience of this problem, we have something which is called 
authorisation. This will be approved by Parliament and not 
only mentioned in the budget, but go through the usual mill 
of budgeting. But of course, it will not appear in the figures 
of the budget. This, however, has something to do also with 
the problem of long-term expenditure which I have mentioned 
before. Normally the need for advances of this type is 
related to expenditure which covers a long period of time. A 
credit may be opened. I think in some countries the system is 
that the credit is opened for a given authority or agency to pay 
as they go. The procedure to be used may also be to appro- 
priate the total of the money for the opening of that credit. 

The other system may be to try and calculate how much is 
needed and provide the money for reservable items for that 
purpose, whether it is a question of a public enterprise or only 
an agency. 

Q. No. 4 : You said earlier in your lecture that in some 
countries, especially in the USA, there is a device provided 
to the legislature, whereby scrutiny is done on its behalf 
•after the Government has approved the budget. I would 
like to have more detail on the subject because as far as my 
limited knowledge goes, a few States, hardly two or three, 
have adopted that system, which is not reported to be very 
effective, because in the case of a small State like Oregon 
the budget was about 400 pages. And about two or 
three budget analyses on behalf of their legislature 
ran into 1,000 pages and it was a subject of great 
criticism. 

So that is just an example of how that very system can be 
self-defeating. I do not know about the, Federal Govern- 
ment. Could you give me a little more idea how it is 
exercised, how the budget is analysed on behalf of the 
legislature? 
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Answer : First of all, I agree completely with you that 
this is a most obnoxious system with most unsatisfactory 
results. What happens is this: in the Federal Government and 
in several State governments — not all of them — the budget is 
brought in, and various committees, let us say, of the Senate 
and the House of Representatives start scrutinising it. They 
call for evidence of all sorts and as a result they find that 
much more money should be given, let us say for a dam for 
Tennessee, and all the members from Tennessee will agree that 
this requires a much larger appropriation. At the same time, 
somebody wants more money, for let us say, schools in 
Massachusetts, and all the people from Massachusetts will agree 
on that. Then the Massachusetts members will vote for the 
dam for Tennessee and the Tennessee members will vote for 
the schools in Massachusetts. The result is that the budget is 
increased at both points, and the Federal executive sometimes 
will have to take very strong measures indeed to prevent the 
budget from being changed out of all recognition by methods 
such as these. 

Admittedly, the tendency even in the Federal Government 
has been to reduce this practice in later years. As late as the 
1930’s, it was very usual, but it is still employed quite frequently 
and especially where the majority of the House, or even of 
both the House and the Senate are not in political harmony 
with the executive. Quite often, the party commanding the 
legislature will use the power precisely to change the policy 
presented by the executive of the Bureau of the Budget and 
present them with a budget which is something different from 
what they originally proposed. 

Q. No. 5 : Reference was made to the practice prevalent 
in the U.K. and France whereby special attention is devoted 
on new items of expenditure as compared to the recurring 
items of expenditure. As you know parliament has hardly 
time or the will to control expenditure. Is n’t it better that 
this system is adopted so that at least that particular project, 
or the new item of expenditure relating to that project, is 
fully scrutinised before that project is launched? 


Answer i I will agree that it is necessary that there 
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should be a careful scrutiny with . regard to new items, but I 
would not agree that it would do for either Parliament or other, 
financial authorities to leave the recurring items without careful 
scrutiny. I sat for a number of years on the Budget Com- 
mittee of our Parliament, and the practice we employed was 
this. Members were given an opportunity at a certain time of 
the budget to present amendments. Two weeks after the 
presentation of the budget, amendments could be proposed. 
Amendments could be for reduction or increase. 

If it was for an increase, there was one chance in a 
tliousand of getting it adopted, whereas if you proposed a 
reduction, there was a chance, even as an opposition member, 
to get Parliament’s support. Then the matter came to the 
Budget Committee. We went very quickly over all recurring 
items on which no amendments were proposed. They were 
adopted practically without discussion. But both the new items 
and those recurring items where there were amendments were 
made the object of the same scrutiny and hearing of evidence 
and whatever procedures we could use, and we found that this 
had a very good effect on the Government, because they never 
knew whether or not they would have to present justification 
even for old items. If some member took it into his head to 
propose an amendment to that item, then justification was 
asked for. I think on the whole that was a fairly useful 
practice. 

Q. No. 6 : You were mentioning about efficiency and 
productivity audit and that wherever possible we should 
apply this criterion in terms of costs and returns, but don’t 
you think there should be some criterion or standard to go 
by, if you were to evaluate a particular organisation 
whether it is productive or not. What kind of criteria are 
there in Sweden or any other country with which you are 
familiar? 

Answer : It is a question which is practically impossible 
to answer. Of course you can to some extent have a criterion 
but it may be rather dangerous. Let us take the example of 
the police. If you measure the efficiency of the police by the 
number of people arrested, then obviously the implications are 
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rather far-going and not very satisfactory. What other 
quantitative measure could there be? You should, of course, 
follow the practice of the Greeks where you paid the doctors as 
long as you were well and measure the efficiency of the police 
by the reverse number of arrests: the less of arrests, the less the 
crime and the more efficient were the police ! Even that would 
be rather difficult and I think it is practically impossible to 
measure in quantity. Actually, of course, you can get an 
impression. In the case of general administration, you cannot 
possibly find a measure. You can say it is obvious that this 
administration is efficient and you give examples showing it, 
or you can say this administration has obviously not been 
efficient and give examples showing that. But you cannot find 
figures in the way which you can in a physically producing pro- 
duction agency where the input-output relation can be put down 
on paper. You cannot do input-output relations either in the 
armed forces or in the central services or in education or in the 
administration of law and order. In the case of the railways 
you cannot apply a profit criterion for the simple reason that 
the question is not only one of profits of the railways, but of 
profits to the economy as a whole. In many cases you may see 
that a given part of the railways runs at a loss but the economy 
of the region which the railways serve is prosperous, and in 
that case it may be perfectly reasonable to allow the railways 
for a time to be run at a loss, and they may be extremely 
efficient and productive in spite of that fact. The same thing 
may happen in other services. But I think the railways are a 
particularly good example. 


II 

Prof. Gmnar Heckscher : My remarks at the previous 
lecture were of a descriptive nature. I might try now to dwell 
on some of the most crucial problems. 

Of the things which I am going to talk about today, the 
first is the one which I referred to yesterday in passing, namely, 
the question of subjective and objective budgeting. I had tried 
to explain my terminology as being slightly distinct from that 
used by Dr. Thavaraj. By subjective budgeting I mean the 
type of budgeting where the emphasis is on the functions, i.e., 
on the subject. You budget for certain services, for certain 
number of employees, assigning certain suras for different kinds 
of expenses. You budget certain sums for equipment even if 
the services, the expenses and the equipment are being provided 
by the Ministry or agency in question for very diverse purposes. 
You will then be able to see how much the agency is allowed 
to spend on various types of expenditure. But you will not see 
how much of costs go to achieve a given objective. Objective 
budgeting, on the other hand, is when you make up the budget 
more or less regardless of the function but in relation to the 
objectives to be achieved, services to be rendered and so forth 
Now obviously, it is practically never possible to have a budget 
which is wholly subjective or wholly objective. There will 
always be an element of each in any budget. There will 
obviously be dififerent types of expenditure, not only in the case 
of, let us say, things like social services, or investments, where 
you cannot budget except for a given objective. You budget, 
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for instance, for old-age pensions. Yon cannot possibly find 
any system whereby you do not have to see at least how much 
is going to be spent on these pensions. On the' other hand, there 
are a number of services which are used, and must be used for 
very different purposes. Now you cannot possibly budget for 
each particular objective separately because the service in ques- 
tion will deal with all of them. 

I will give you an instance which is very relevant to my pre- 
sent occupation — the cost of an Embassy. You cannot possibly 
split up the cost of an Embassy ascertaining that so much is 
spent for providing passports and so much on public relations, 
so much is to be spent on reporting and so on and so forth. It 
is necessary in that case to have what I am calling subjective 
budgeting. But even so, the emphasis may be more on one or 
more on the other. 

The term ‘performance budgeting’ in this terminology 
is used for something which goes even further than what 
I here call objective budgeting. That is the type of 
budgeting where the appropriations, or rather the sums 
available to the Ministry or agency are more or less direc- 
tly related to the services rendered, so that with an increase 
in services, there will be a more or less automatic increase in 
the money provided for those services. Performance budgeting 
fs usually used in the case of public enterprises, because there, 
quite obviously there is an input-output relation, and at least 
to some extent the amount of funds available to the agency, or 
to the enterprise, is related to the business activities of that 
enterprise. In some cases, the public enterprise is run almost 
on a commercial basis : the public enterprise pays its way and a 
little more. There will be very few limitations actually on its 
expenditure as long as it is run at a profit. The limitations there 
will be chiefly related to major investments for the future which 
have to be financed out of borrowing, or which for other rea- 
sons, for instance of cyclical policy, have to be limited at a 
given time and increased on other occasions. But on the whole, 
the tendency in all the countries which I have studied is for 
public enterprises to work on what I would call the basis of 
performance budgeting. 

Apart from that, in most countries, subjective budgeting 
is the normal procedure. They budget for the services, for the 
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; types of expenditure without much relation:, to the particular 
' . objectives. This is so on, the, whole in the U.K. : It is very defi- ' 

iv,. nitely so in France. I should say France has sulyective budget- 

'i': " ■ ii}g with a ' vengeance, 'Cven more , than any ^ other country- 1 

■'I' ■■ ■ know ol I should, say that: probably my own country, Sweden,; 

f:', :'-. . comes second. '' There also, sulyective budgeting dominates to , a 
i very considerable extent and it is actually, in most cases, very 

' difficult to see from the budget what is spent on a given type 

i of expenditure. This has caused considerable concern, and 

! experiments are now taking place with objective or even perfor- 

i mance budgeting, in selected parts of the administration.^ 

Now, if you are to move from subjective budgeting into 
objective budgeting, it means that you would leave the spending 
agency, whether it be a Ministry or an agency, freedom of 
choice between different means to be employed to gain a 
given objective. You may say, for instance, that such an 
^ amount is set aside for a certain objective. Whether they spend 

f all on personnel, all on equipment, or part on personnel and 

part on equipment, is their choice and will depend on the cir- 
i cumstances. In a country such as my own, where there is 

shortage of manpower, shortage of personnel, with a compara- 
tively good supply of foreign exchange, it would probably in 
many cases be economical to reduce personnel by introducing 
labour-saving equipment, even if that equipment is to be 
imported. On the other hand, in a country where there is a 
shortage offoreign exchange and a good supply of personnel 
and manpower, you would go the other way. You would re- 
^ frain from using labour-saving equipment, you would still emp- 

loy procedures which require a considerable amount of 
manpower and a considerable amount of personnel, so as to 
avoid the difficulty of importing labour-saving equipment. 

But there is not only a permanent difference between 
different types of environment, in which case our problems 
would be fairly easy to solve. There may in many cases be a 
choice to be taken at a given moment. For instance, in a 
certain office you may have the possibility of having two more 
stenographers or a dictaphone. If you have a dictaphone, you 

f can use typists with far less training and the initial investment 

and the comparatively small current expense for that purpose 
would, therefore, simplify matters. You may be able to decide 
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on this at the moment when you find that the skilled stenogra- 
phers are not available: that is to say you do not have to 
decide it in advance when the budget is established. You decide 
it at the point where the need arises and you find that the 
means you previously employed are not suiEcient to gain your 
purpose. Objective budgeting leaves the spending agencies this 
freedom of choice. Therefore it makes their work more flexible 
and in many cases I would say, also more elEcient, 

Now there are countries which to some extent—I do not 
think completely, because it cannot be done completely —have 
introduced this system. The United States, and in particular 
I would say the States rather than the Federal Government, 
and even more the cities, which have often a diiferent type of 
administration, have gone a long way towards introducing 
objective budgeting. In the Federal Government it is more 
difficult, partly because the Federal Government deals with 
things where objective budgeting is often much more difiicult, 
e.g., the foreign service and defence, I think it is true 
to say that in the United States there is a very strong 
general trend towards objective budgeting, and this is to some 
extent influenced by the fact that in the United States private 
enterprise is almost invariably held up as a model to the 
public services, and in private enterprise objective 
budgeting is the rule. Of course, they are not bound by the 
need to have a budget to be approved by Parliament or 
Government authorities. They can make whatever changes 
they like in the current year. The shareholders' meeting does 
not decide on the budget for a private enterprise. And because 
this is so, and because the traditions of private enterprises are 
so strong in the United States, they have at this point been 
able to influence, first municipal government, then State 
Government and to some extent even Federal Government. 

But there is a European country which has also gone a 
long way towards objective budgeting, and which, in fact, has 
introduced something which involves even performance budget- 
ing, and that is the Netherlands. In the Netherlands, budget 
reform has been going on for a long time after the war. The 
traditions of objective budgeting and performance budgeting 
were established chiefly during the seven year period of 
Prof. Pieter Lieftinck as Finance Minister of Holland. He 
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eventually moved to the World Bank and then to the Inter- 
national Monetary Fund, But when the Dutch were setting 
up their administration after the war, they could begin more 
or less with a clean slate and Prof. Lieftinck, who did not 
come from the public services but from academic life, with 
some experience of business, consciously introduced a system 
of this type. Of course, even there elements of subjective 
budgeting remain to some extent. 

But when I say that they even have a system of perfor- 
mance budgeting in some cases, I am thinking of the control 
exercised by the Finance Ministry. In fact, in Holland when 
an appropriation has been passed by Parliament, that does not 
mean that it is necessarily available to the services in question. 
It still requires specific permission from the Finance Ministry 
to release the credit in question, and the Finance Ministry is 
free to refuse it on different grounds. It even happens, and 
this I think is a characteristic which exists nowhere else, 
that the Finance Ministry will refuse to release funds for a 
given purpose because the appropriation is too small. They 
will say that the appropriation is insufficient to achieve the 
objective and therefore rather than use some money without 
achieving the purpose they will release no money at all. This 
means, in actual fact, of course, that they put themselves up as 
judges even above Parliament and say that Parliament has 
made a mistake in granting too small an appropriation for the 
objective in question. 

I do not say that this happens very often, because 
obviously the knowledge that the Finance Ministry has this 
power and may use it in certain circumstances would influence 
the same Finance Ministry when it is making up the budget. 
So when they plan the budget and when they approve the 
appropriations at the initial stage, at the stage of establishing 
the budget, they will take specific care not to put themselves 
in the position where, later on, they may have to refuse 
to release the appropriation which they approved originally. 
But it means of course, also, that Parliament has to be 
very careful in reducing appropriations, and, in fact, I think 
the main outcome of this — I rather believe that this was 
to some extent Pieter Lieftinck's idea— has been to increase 
enormously the power of the Finance Ministry. The Finance 
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Ministry comes in at both ends; both in the establishment of 
the budget and in the substantive control over execution, and 
this means that they exercise even more power than Finance 
Ministries in other countries; and this is saying quite a lot 
because Finance Ministries are, of course, very powerful all 
:;over: the;;wQrld.:';;;'':;Vv ^ 

Now, I have gone into this at some length, because I 
feel that this tendency which we find in the United States on 
the basis of the idea of private enterprise, but which we also 
find in a country like Holland on quite different grounds, is 
probably something which will be under discussion for a long 
time, and which is likely to influence budgeting all over the 
world, in particular when the scale of activities of the State 
is growing and those parts of public activities which are of a 
more or less economic character take on larger importance; 
because then the result will be that the model of private 
enterprise will have to be used to an increasing extent even by 
public agencies. 

Now you may understand from what I have been saying 
that I regard this development on the whole as very bene- 
ficial. I think that in the circumstances of the modern State, 
it is quite definitely an improvement that we get more of 
objective budgeting and even an element of performance 
budgeting to a greater extent than before. 

But I would not be quite honest if I were not also to 
point out that there are rather serious difficulties inherent in 
this system, and these difficulties are to some extent, at least 
I think to a major extent, related to the questions of account- 
ing, audit and all sorts of controls. Objective budgeting is 
possible, and even natural in a comparatively small organisa- 
tion where the leadership can exercise far-going control over 
.the whole of its own administration. It is also something 
which would be ideal provided human nature were such as to | 

make no controls necessary, provided you could assume that 
administrators are all- wise and always completely selfless. In v 

these circumstances objective budgeting would be the ideal. 

On the other hand, it is quite clear that in the real circum- 
stances of the world, and human nature being what it is, we 
must look at the other side. Objective budgeting, of course, |- 

is in some respects advantageous even from the point of view :i" 
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i ■ of post-audit or current control through accounting and" 

I current audit. To the extent that control is related to 

; .efficiency, thiS" type of budgeting facilitates it. I would even 

i say that as long as it is related to real economy in adminis- 

i: tration, the input-output relations, the relationship between 

; the funds made available and the extent to which objectives 

^ are gained, that relation is more obvious, and therefore also it 

fc. : is easier afterwards to check whether this has been achieved. 

I But you will remember that we talked about other aspects also 

i of auditing, such as checking of the honesty and the reliability 

of the administration and the legality of expenditures; and 
that obviously becomes more difficult in a system of objective 
budgeting. If the administrator wants to cheat, wants to be 
dishonest, it is much easier if his budget is based on the 
achievement of a given objective without specification of the 
means which he has to employ. It would then be rather 
diflicult to find out if the means he has been employing are 
dishonest, as long as he has achieved the object reasonably 
well. And that is all that would appear from a study of the 
input-output relations, and if he wants to employ means dr 
practices which are not acceptable, then even a rather careful 
audit might not find him out. 

I shall stop here for a moment and go over to the second 
problem which is related to that of objective and subjective 
budgeting and where the character of the problem is much the 
same. And that is the question of details in budgeting. To 
what extent does the budget go into the details, small figures 
even, in regard to appropriations and allocations for given 
purposes? Now in many countries, and again both France 
and Sweden are typical, the budget is split up into a great 
number of items, some of which are comparatively very small. 
I once made a study of the Swedish budget in that respect, 
and I came to a total figure of about 1,500 items in the budget 
of the Swedish Government, and going further I found that 
nine out of these 1,500 items w^ere responsible for two-thirds of 
the expenditure; the remaining 1,491 items were responsible 
for only one-third. This detailed budgeting is something which 
you find in countries like France and Sweden and in a great 
number of other countries as well — I do not know what the 
situation is in India, but I know that in another developing 
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country, which I once studied, viz,, Turkey, budgeting was 
more or less on the same lines as in France in this respect. 
This system has historical explanations. It also has political 
explanations, because it means that the budgeting authority, 
and traditionally this used to be Parliament, can exercise 
much political influence over the administration by deciding 
that so much money is to be used for this little item and so 
much money for the other, thereby binding the administration 
in its activities to follow along the lines where Parliament 
wants it to go. 

On the other hand, of course, the system has very great 
disadvantages. The budget is normally made up, or at least 
begins to be made up, anything from half a year to one year 
before execution even commences, wliich means that it will be 
approximately one year behind your forecasts. Many things 
happen during one year of administration, and quite frequently 
you will find that these small items are unrealistic. You may 
find that due to unforeseen circumstances you provided too 
much money for one purpose, too little money for another 
purpose, and the administration will find itself bound by these 
appropriations and allocations, and its activities will be corres- 
pondingly hampered. It also sometimes leads to rather un- 
desirable practices, for instance, the practice of spending 
whatever is left over in a given item just before the end of the 
budget year. It is a practice which I think we all know be- 
cause it happens in all administrations where subjective budget- 
ing is employed, and the cause of it is that if, when the budget 
is established next time (or rather the time after next because 
there is a time-lag in between), the Ministry or agency in 
question has not spent its appropriations, the Ministry of 
Finance will be inclined to reduce them, whereas, perhaps, the. 
situation was that they had too little need of one detail that 
year, while in the subsequent year there may be more of it. 
This does not appear because in any case they were not 
allowed to spend more than was provided for, and in order to 
avoid difficulties of this type, they will spend, not according to 
their needs, but according to their forecast of the effect of 
spending on future budgeting. This, obviously, is far from 
satisfactory. You will also find that sometimes, because of 
this detailed budgeting, an agency, even a rather small agency. 


will be rather haphazard in its spending. They will spend 
money simply where it so happens that they have been provi- 
ded with reasonably good funds. 

I was once Chairman of the board of an approved 
school, where certain sums were needed for food, certain sums 
for clothing and so forth. The sums for clothing were insuffi- 
cient and the sums for food were too high. So the children 
in the approved school at the end of the budget year got 
sumptuous meals, but it was very difficult to provide them 
with decent clothes when they were discharged. Now, the 
answer to this obviously is either to do away with detailed 
budgeting and provide a lump sum, or else to find some means 
whereby transfers can take place. In the French system and 
also in many other systems, in fact, there is provision for 
something which is called ^virement’, that is transfer of 
sums from one item to another. Normally the spending 
agency is not permitted to do this entirely on its own. They 
will require permission from some superior agency, sometimes 
even from the Finance Ministry. But they will not normally 
require parliamentary approval: which means that in the 
course of executing the budget, if you find you have provided 
too much at one point and too little at another point for the 
same general purpose, you will be permitted to transfer money 
from the item which is too high to the item which is too low. 
Actually this means introducing by the back door something 
which is rather like objective budgeting. You still split up 
your items according to the subjective system, but you provide 
the means whereby a certain amount of objectivity can be 
introduced in the execution. 

There is another device which comes at an earlier stage, 
and which I think can be combined with performance budget- 
ing. That is what we have been calling in our political dis- 
cussions in Sweden— it has not been employed to any major 
extent but it has in some cases — framework budgeting. It 
means that Parliament and the Finance Ministry after hearing 
the demands of the spending ministries will allocate to each of 
them, a lump sum and so you make up your budget on the 
assumption that the total of your budget is such an amount. 
The spending ministry will then do the same thing to its sub- 
ordinate agencies. They will say, “Well, this is what we have 
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got from the Finance Ministry. We have to divide it up. 
Now we feel that for this particular section of our work we 
cannot provide any more than that. But we leave it to you. 
You have more experience than the central olficials of the 
Ministry to say how you are going to divide this up between 
the different items in your budget.” Admittedly, this does 
not permit changes of scale during the period of execution of 
the budget. But on the other hand, it does at least give the 
substantive authorities more influence over the actual spending 
than they have under the old system. 

We have employed this in some cases, for instance, in 
the case of some semi-public institutions which draw most of 
their funds from the Government, but technically and consti- 
tutionally are not part of the administration. They will be 
given a lump sum and freedom to use it according to the 
budget they have established for themselves. 

We have been also using it to a considerable extent in 
defence, and here I think I should like to make a brief excur- 
sion and tell you how our system has been working in this 
field. Of course, the defence budget today of any country is 
a very considerable part of the whole. The problem con- 
fronting it originally was a political problem, to prevent ques- 
tions on military expenditure and defence from becoming too 
important in party conflicts. In order to avoid that, one 
Royal Commission after another was set up to study defence. 
These Royal Commissions included parliamentarians from all 
political parties and worked on the basis of proposing a frame- 
work for the total cost of defence per year. Normally, these 
reports and the decisions subsequently taken unanimously, or 
more or less unanimously by Parliament, covered more than 
one year. Agreement was made on defence expenditure for 
two, three or even four years, and the decisions were for a 
lump sum for defence as a whole. It was then left to the 
military authorities between them to split this up, or rather it is 
for the Ministry of Defence to divide up the lump sum among 
different forces, and then the Chief of the Army and the Chief 
of the Navy and the Chief of the Air Force themselves will 
bring forward proposals to the Defence Ministry for spending 
within this sum. Actually we found that this system worked 
very well. Parliamentarians are not military experts. It is. 
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therefore, not very easy for them to take the detailed substan- 
tive decisions necessary in the highly technical field of modern 
defence. On the other hand, I think it was Lloyd George 
who once said that defence is far too important to be left to 
Generals. And for this reason you cannot possibly let the 
military decide how much money they are going to spend on 
defence. We found that framework budgeting made it possible 
to combine in a rather satisfactory way the technical know- 
ledge of the military personnel and the political sagacity of 
parliamentarians from different parties. We were on the 
whole rather happy with this system. 

To sum up: in using the word “efficiency” it is necessary 
always to remember that the word is closely related to the 
word “effect”. Efficiency means finding the best means to 
achieve a given objective, a given effect. It means that in 
administration emphasis has to be put on the objectives of 
administrative functions rather than on the niceties of proce^ 
dure. It has to be brought in from the pure economic field 
into the field of administration. Even when productivity can- 
not be measured in figures, and this is very often the case in 
public administration, the very idea that administration should 
be productive of a given effect has considerable influence on 
the working of modern public administration, and it has to be 
brought in at least to the same extent in budgetary structures 
and procedures. 

Related to this is the problem of decentralisation. The 
growing administrative structure — and all modern countries 
have an administrative structure which is growing— will be 
increasingly dependent on decentralisation and delegation, 
otherwise it will become unbearably slow and cumbersome to 
the public. Decentralisation cannot stop short of budgeting. 
Decentralisation must also mean that you decentralise financial 
decisions to a considerable extent. Moreover it is necessary to 
get rid of some of the fictions connected with budgeting. I 
referred in my earlier lecture to one of these, namely, the' 
question of the financial year or the budget year, which is quite 
obviously nothing more than an auxiliary device— just as a five 
year plan is, of course, an auxiliary device; it does not mean 
that you will achieve miracles exactly in five years, nor will you: 
achieve miracles exactly in one year. Your miracles, if yoiif 
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achieve them, may take three years four months and twenty- 
five days just as often as any other fixed period of time. On 
the other hand, budgeting will, of course, have to be based on 
some time schedule. What is necessary is to see that these 
auxiliary devices, such as financial years and five year plans, do 
not achieve a life of their own. We have in some cases a 
device — I think it is used in many countries, although I have 
chiefly seen it in my own, and there again I would refer to the 
experiences of our defence budget — what is called "‘a rolling 
budge^’^ You make up your planned expenditure, let us say, 
for 4 to 7 years, or whatever it is, but you change it every year. 
That is, every year you make up a new plan. If I were to 
transfer this to the idea of your five year plans, it would mean 
that you introduce in 1966 the five year plan for the period 
1966-71. You then introduce in 1967 another five year plan 
for the period 1967-72, taking into account the experience you 
igained in the first year. Then in 1968, you get a plan for 
1968-73 and so on and so forth. You will not be bound by 
the period of five years. You will be able to make the 
necessary changes as you go. But at the same time, you will 
be able to plan fairly long in advance. To some extent, I should 
say this procedure can be used also with regard to the normal 
budget and annual budgeting. You can make up a budget 
which in form is for one year, but which actually is a rolling 
plan for, let us say, three years or four or five, taking into 
account the possible forecasts for the period after the budget 
year. And, of course, if you have to use the devices which we 
have been talking about before, you may also be able to make 
changes in the course of the budget year. 

This means of course that in the whole field you have to 
introduce procedures which are more flexible than the tradi- 
tional ones. It must then be remembered that these less rigid 
procedures demand a high degree of honesty and devotion to 
duty on the part of the administrative personnel. But they 
require even more. They require not only that honesty and 
^devotion are actually present, but also that the public is 
confident of their existence. As long as the public, rightly or 
^wrongly, is suspicious of administrative agencies and their 
personnel, they will not be prepared to accept these more 
flexible procedures. That is, I think one of the crucial 
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problems. Because as long as procedures are inflexible it is 
unlikely that confidence will be forthcoming. On the other 
hand, if confidence is not forthcoming, it is difficult to get rid 
of these inflexible procedures. This is the type of difficulty 
with which we are always confronted in public administration. 
The fact that our administration has been going on for such a 
long time with a modicum of success seems to indicate that 
this type of problem can somehow be solved, and I think it can 
be solved in budgeting as well as in other fields. 

Questions and Answers 

Q, No, 1 : You were talking of police and the armed 
services. What is the test ? More arrests made or less 
arrests made ? The answer I think lies not in the arrests 
made or arrests not made. It is the social order which is 
wanting to be on-going. The test would be: does it promote 
an on-going social order? Does it promote harmony? 
Investment on police will not be on what the police has 
done by their own function but something outside, in the 
social function which they promote. 

There is something like deceptive budgets like the type 
of budgets which Hitler made in which heavy expenditures 
could be hidden. My question is this: How on earth do the 
other related facts get hidden ? 

How could a small country like Poland manage to have 
500 aircraft? Secondly, how could this country afford to 
spend so much on defence without the risk of breakdown 
in social order ? 

Answer: The harmony of the social order can usually 
not be measured in figures, and budgeting is concerned with 
figures and that is the reason why it is so difficult to find a 
measure. You will remember that yesterday Dr. Thavaraj used 
the words ‘measure for the productivity’. You may say that a 
given system of policing is on the whole efficient or inefficient. 
But to measure in figures let us say, the increase of efficiency 
which you may gain by certain additional appropriations for 
a certain purpose is practically impossible. You will have to 
rely more or less on arbitrary judgment in order to assess the 
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relations between input and output in au' administrative ; situ* 
;:ation1ikeThat./:,:'': V , 

With regard to your other question, that ■ is on deceptive ' ■ ■ 
budgets^: ■Hitler could present deceptive ■ budgets because he waa . 
safe from opposition. In a democratic system, particularly in a 
system of parliamentary government it is the business of the 
opposition to investigate carefully and put its finger on anything 
which is deceptive. If the opposition fulfils that function, which 
I should say it does normally in countries like U.K., Sw^eden 
and France, the Government will not even attempt to present 
a deceptive budget because if they do they run the very serious » 

danger of being kicked out. Therefore, the very existence of a 
watchful opposition has considerable effect on the working of 
the Government. It is necessary, of course, for this purpose 
that the opposition should do a lot of thankless spade work. 

And actually you will find that sometimes the work of the 
opposition in this respect is more helpful to the Government 
than to the opposition parties themselves because they will not 
gain very much from it in elections. But they will, on the other 
hand, perform a useful function for Government. 

You asked how the Poles could provide for 500 aircraft 
secretly. That is related to your third question: How are we 
to build up a defence system in any country, India or 
any other, when the expenses run so high that they may upset 
the whole of the social order ? Again that is a question 
where you may say that you will have to run risks on both 
counts. You will have to provide a defence system which is 
perhaps not enough to get you full security* But, on the other ] 

hand, you will also have to build up a defence system which | 

costs so much that it precludes you from doing what you ; 

would like to do in other fields, such as education, social 
security, etc. It is a question of rather hard-headed decisions; 
and not merely that, but also courageous decisions about J 

priorities, rather than falling back on wishful thinking, either j 

of the type that you think you can achieve complete military 
security or that you can feel so secure that you do not have to r 

spend anything at all on defence. ■ 

We have had this problem for a long time in Sweden.. | 

I think the question of our defence expenditure in fact was I 

our major political question from about 1910 until about 1940,. | 
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■that is until the beginning of ; the second world war. We 
thrashed it out over and over again. We quite often found 
the^ results very unsatisfactory on both scores. But in the 
end, by trial and error,' and' because we were lucky and 
avoided' having to put our defences to actual use, we have now 
achieved what we think is a reasonable balance. The balance, 
of course, 'Will be different from country to country. It depends 
on the political and "Strategic situation. It depends also on its 
•economic potentials. ■ There is a mean which can be struck, 

'■' but ' of course it is not always a popular decision to take either 
wa'y.' 

O, No. 2 : ■ Many years age Mr. Bevan suggested that a 
normal budget should be prepared for two years instead of 
one year to make proper utilization of the funds. 

You have also mentioned about honesty and devotion, 
I have seen that in spite of the huge volume of rules and 
regulations to check dishonesty in spending of funds, we 
have not succeeded altogether. 

One main drawback is this, that we attach too much 
importance for minor things. We think Rs. 2 is the same 
as Rs. 20 lakhs, Rs. 50 lakhs or Rs. 2 crore. 

A/iswer : With regard to the annual budgets, I men- 
tioned in my earlier talk that in the Netherlands there is a 
constitutional provision which makes it possible to have 
biennial budgets. It is the only country I know which has 
such a provision. The point is that it has never been applied. 

I think the reasons for this are political rather than economic. 

It is simply that parliament will not be satisfied if such a long 
period has to lapse betw^een the decision taken and the actual 
execution, but it can be done in many ways. I think in many 
countries, there is a tendency today to emphasise, not 
financially, but in the discussion, certain parts of the budget 
in one year and others in the next year. The whole thing will 
work much like what I have been calling a roiling biennial 
budget : that is the decisions will be taken I think for two, 
three or four years rather than one but it will not be taken for 
the whole budget at once. You will go into different parts at 
different times. 
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Your second question about regulation and dishonesty 
perfectly valid; A" great number of regulations do not 
provide for more honesty and quite often the effect is to the 
contrary. If you regulate too much you open avenues of dis* 
honesty which should not exist otherwise. But I was discus- 
sing this from a very specific point of view, that is of objective 
or subjective budgeting. And there I would still say that 
objective budgeting does provide more opportunities for dis- 
honesty than subjective budgeting, whereas on the other hand 

a great number of details introduced into the budget do not 
necessarily provide for greater honesty. 

Finally, you said that, related to this problem also, there 
was a tendency to put too much importance on minor things. 
Yes. This is a very curious thing. I noticed it in a fairly 
long political life both on a municipal body where I once sat 
and also in Parliament. Members are much more interested 
in discussing the small sums than in the large ones, and I have 
been asking myself : why is that so? I think the psycho- 
logical explanation is really rather easy. A sum of 
Rs. 10,000 is intelligible to every one. We all have some 
experience of what it means. A sum of Rs. 10 crores is 
completely unintelligible to most people. They just do not 
know what it is. They have never seen it and they have never 
dealt with it in their private affairs and therefore they actually 
fight shy of discussing problems of this type which lie entirely 
outside their personal experience. It is, if you like, one of the 
shortcomings of democracy, except that you will remember 
that in a dictatorship probably the same thing would apply 
to the people actually in power. You do not have a philo- 
sopher king governing in a dictatorship today, and even if 


you had a philosopher king, he would be unlikely to be a 
budget philosopher. So normally you will find that this is a ; 

difficulty which arises in all systems of modern government. I 

We are dealing in Government, and budgeting in particular,, 
with figures which are to use a hackneyed term astronomical^ 
even to the extent that to most of us they seem to be in the 


stars rather than on this earth and therefore we are unable to 
understand what they actually mean. 


Q. No. 3 : In India planning is centralised, plan 
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exercises are spread' ' over . a number of . years. ^ 
case of the rolling plans much attention would be diverted 
from execution to plan formulation and there will be paid 
more attention in plan formulation '' rather than: in : plan 
implementation. 

Secondly, you have been pointing out the desirability "of 
decentraiisation and delegation. Every one shares the- 
desire; but centralisation asserts itself, because in the: 
complexities of modern management of large-scale enter- 
prises, or activities on a large scale, there is not the same 
flow of competence to the lower levels as there are at the 
higher levels. Therefore even though you decentralise on 
paper, there is a tendency for re-centralisation in practice. 
So, is there any system by which we could decentralise 
competence along with our plans for decentralisation of 
functions ? 

Answer : I think both of your questions are very 
relevant. But on the first one, I am afraid, I do not agree 
with you. The situation is, I believe, quite the contrary, t 
would say that a rolling plan would have to take much more 
account of implementation than a plan which is for a fixed 
period of time. If you make up a fixed five year plan, then 
after the plan is made up, there is no current checking om 
implementation or at least there does not have to be. When 
you then come to the end of the five year period, you may be 
able to say — '"Weil, we fell short on so and so much on this 
point and so and so much at that point. We are very sorry.. 
But now we are making a new plan for another five years and 
we are going to make good all that we fell short of last time 
and do a lot besides.” And you present that with great hopes 
and then you leave it for another five years and at the end of 
those five years, you may have to say more or less the same 
thing — ""We failed at certain points but we are not going to 
fail the next time”, which may or may not be true. Whereas, 
if you have a rolling plan, the idea is that you will always 
have to present the extent of implementation which has taken 
place, and therefore you will keep tabs on implementation the 
whole time. 

Let us say that you are including in the plan two steel 
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plants, and you are expecting to, add two, more steel plants 
later on. This means you begin with the first two steel plants 
in 1966 and you expect to begin with the next two in 1970.,, 
By 1967 you can probably not ;say wery m about the 
first two. By 1968 they^ should' 'be well under way, and' in 
making up the five year plan from 1968-73, you will already 
have to say quite a lot about the two new steel plants, and in 
drawing up your plans there you will have to refer to the 
experiences you actually gained in planning the two first. 
Thus, in a rolling plan, I would say, the relationship between 
planning and implementation is clearer than it is if you make 
up fixed long-term plans. 

The second question is of course a very serious one. It is 
quite obvious that decentralisation becomes a mere sham unless 
people at the lower levels are able to accept responsibility. I realise 
that this is a very serious problem in many countries and pro- 
bably not least in India. It is quite clearly a dijQBlculty. On the 
other hand, I would say also that as long as you do not decen- 
tralise and delegate authority, you will never have good 
people at lower levels. The effect of decentralisation on 
personnel policies will show up : you will have fewer attractive 
posts at the top, at the centres, and more attractive posts 
at the lower levels. You will decentralise authority. But 
authority always attracts competent people. You can not make 
competent people accept a post which does not carry authority. 
Therefore, as long as your administrative system is centralised, 
you will risk finding indifferent people at the lower levels. 
Decentralisation has a different effect. I think we have seen 
this in Western Europe and also in the United States, perhaps 
particularly in the United States, where the more modern systems 
of City Government and State Government have attracted 
administrators who are at least quite as competent as those who 
are available to the Federal Government, because they carry 
authority. A person who can be a State Governor may even 
prefer that to being Attorney-General of the United States. He 
may feel that the post of the State Governor is more important, 
gives him more authority than that of Attorney-General at the 
Centre; , and he will find that , the post of Attorney-General in a 
state is more attractive than the post of Assistant Attorney-Gene- 
ral to the Federal Government and so forth. Even when you 
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,:.have, a Federal system, which incidentally of course you have 
here, the same thing : would , apply. ' We have;. in my country a 
.system of ' administration, which is rather similar to what you 
find on the European, continent : in general. ' Provincial gover- 
.nors are appointed by the Central Government. The recruit- 
ment to these posts, which are purely administrative, is ' extre- 
mely satisfactory. Former Cabinet Ministers, former Secretaries, 
leading politicians, even from private enterprises, will very 
gladly accept appointment as provincial governors because they 
know these posts carry a considerable amount of authority— 
territorially limited to a province, but within that province wide 
and important. I would say therefore that to some extent at least 
decentralisation attracts competent personnel to the lower levels. 

Q, No, 4 : To what extent would you advocate a fully 
divided budget only in the non-investment sector of the 
Government ? 

Answer : As a matter of fact I am not altogether happy 
about a divided budget at ail, because I think the distinction 
between capital budget and current budget, or investment bud- 
get and current budget, is one of the artificialities of our budget 
system, and for two reasons. In the first place, very often it 
is difficult to say whether a given expenditure is for investment 
or for current expenses. Small investments, such as buying 
typewriters, will always come on to the current budget but are 
nonetheless in actual fact investments. The typewriter is not 
worn out in one year, at least not if the typist is reasonably 
competent. Therefore, it is actually an investment which should 
carry over a number of years. Still, it can never appear in the 
investment or the capital budget. Moreover, there may be a 
choice (as I tried to point out before) between investment and 
current expenses. You may sometimes try to achieve a given 
objective by deciding either on investing this year, let us say, 
Rs. 10 lakhs, or spending, let us say, Rs. 2 lakhs for each of the 
next five years. And one comes on the capital budget and the 
other comes on the current budget— but actually the choice is 
an administrative and not really a financial choice. So I should 
say that a totally divided budget will always be something of a 
fiction. What you need is to decide to what extent you are going 
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to finance your budget by borrowing. And then you come out 
of the realm of administration into the realm of economics. 

there is not only a question of financing certain types 
of expenditure by borrowing and other types of expenditure by 
tax revenue, it is also a question of the cyclical situation or 
cyclical policy. You may say at a given time it may be 
necessary to finance even long-term investments out of 
tax revenue because it is necessary to prevent overheating in 
economic life. At other times it is necessary to stimulate econo- 
mic life and then you have to borrow more. Thus you have the 
old Keynesian theory, to the extent it is applicable, coming in 
at this point. And if you have a completely divided budget, 
you will still have to finance some of your investments out of 
revenues in certain years. In other years you will perhaps 
finance some of your current expenditure out of loans, and the 
whole distinction becomes, as I said before, more a fiction than 
a reality. 

Chairman : Well, friends, we have heard two very interesting 
lectures from Prof. Heckscher on the ''Budget as an instrument 
of eflSciency”. He has given us a vivid survey of the budgeting 
system in various countries. 

He has specifically pointed out that there are some four 
stages or checks that are being exercised in different countries, 
namely, first, there is the screening of the demands at different 
levels. Then there is the execution stage where again checks 
can be exercised by the various authorities. Then we have the 
accounting stage, with which, of course, if it is absolutely up-to- 
date and regular so as to enable you to get the accounts in time, 
you can again exercise further checks. In fact in business 
management, as you know, it is these accounts that are presen- 
ted to them regularly every month that enables the Board of 
Directors to keep track of the expenditure and have a control 
over the operations. 

As for railway, I may say in this connection that, every 
item which is capable of being checked for productivity is 
invariably checked. But, as you know, in the case of railways, 
there are a number of items which are not capable of meticul- 
ous checking. For example, there is a whole lot of passenger 
amenities being provided. There you cannot really assess in 
monetary terms the value of each improvement. Those arc 
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determined on the basis of social thinking and the sort of ame- 
nities we want in our country, and on that basis amenities are 
provided. Likewise in the case of staff amenities, they are not 
capable of evaluation in terms of money. 

There arc some other items also in the case of railways, 
like minor operational improvements. For example, you might 
put up an additional platform at a particular station. Now it 
is difficult to evaluate in terms of money as to what will be the 
exact benefit; But still, the advantages of putting up an 
additional platform at a station are determined and evaluated 
in a different way in order to satisfy ourselves that it is being 
done for production purposes. 

But one thing which unfortunately is lacking not only in 
the case of railways but practically in our entire budgeting set- 
up, is that forward commitments arising out of the investments 
are never evaluated. Perhaps they may in certain cases be 
confined to the department’s files, etc,, where they maybe 
assessing as to what will be the recurring revenue expenditure. 
It is done in the case of railways, for example, if you are 
doubling a railway track. They determine how many gangmen 
will be needed and so on. 

But no department today can say that as a result of the 
past investments, say in the next year or in the next two or 
three years, what the increase will be in our recurring expendi- 
ture, which I think is very important. It would be worthwhile 
if we could evolve a system whereby every major investment is 
backed up by its recurring expenditure and that recurring 
expenditure is thrown forward and evaluated clearly; so that if 
at any time you were to review whether the commitments that 
you had already undertaken would over-burden you in future 
years with recurring expenditure, you could at least take a 
view. At the present time, for example, we just cannot do it. 
Some of the district boards, etc., are getting a lot of money 
and setting up a lot of hospitals, etc. Now those are leading 
to recurring expenditure and we do not know whether their 
revenues can stand the proper maintenance of those hospitals. 
Likewise the same thing arises in regard to roads. We are 
putting up so many roads all over: district board roads, state 
roads, central highways and so on. Unless there are funds 
available for their proper upkeep, there is no point in building.. 
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Therefore, a forward assessment of the revenue expenditure 
arising out of the investments ought to be attempted. 

In our case, as you know, there is not the possibility of 
making that meticulous check by the Parliament of the annual 
budget as is being done in- some other countries. Practically 
from the time of presentation of the budget by the Finance 
Minister up to the time it is finally approved,' it is about a 
month’s time and during this one month’s time it is physically 
impossible for the Parliament to go into very much detail in 
regard to the individual items of expenditure. But our system, 
as you know is slightly different. We have the Estimates Com- 
mittee which reviews the past expenditure in considerable detail, 
and makes copious comments in regard to the various expendi- 
tures that have been incurred by the different ministries. These 
provide to us certain guidelines. Of course, the Government 
has to take them into account in framing their future budgets. 

But the budget of a particular year is not subjected to 
that detailed scrutiny by the Parliament. On the other hand, 
our system is somewhat different from the system explained by 
Prof. Heckscher: in our case we have got what is known as the 
internal finance associated with every Ministry. They invariably 
go through every item. They are more or less part and parcel 
of the Ministry’s organisation and everything passes through 
them. They have therefore an opportunity to scrutinise it and 
therefore every item of expenditure gets very careful analysis and 
study by the internal finance. Once it has passed the internal 
finance, the Finance Ministry still has the option to make a cut. 
Normally those cuts are based on general considerations and 
not on individual considerations. 

In the case of certain departments like Railways or Posts 
and Telegraphs or Defence, where the expenditures are of a 
specialised character, the internal finance there is again specially 
trained for the purpose. They, in fact, live with them, they 
start their career with them, and they are built up in the whole 
set up of working. Therefore, they are fully familiar with the ' 
technicalities of the particular organisation which helps them in 
dealing with these problems. 

Let me conclude. We have heard a most instructive and 
illuminating lecture from Prof. Heckscher and we are grateful 
and beholden to him. 
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Dr. Khosla (Director^ ,/lPJ) The Chairman ...has. 
thanked His Excellency the Swedish Ambassador for Tiis, miost' 
.illuminating and instructive ' lectures, and db ' behalf of the 
Institute I thank him also for the same. The lectures were riot 
only illuminating and instructive, but they were 'given in a' 
language which even a non-finance man can understand. That 
is because of his political science background ! 
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WORKING PAPER ON THE PRINCIPLES OF 
PERFORMANCE BUDGETING 

By 

Dr. M. J. K. Thavaraj 

1. Performance Budgeting is generally understood as a 
system of presentation of public expenditure in terms of func- 
tions, programmes, performance units, vt., activities/projects, 
etc., reflecting, primarily, the governmental output and its cost. 
In accordance with such a functional classification the term 
^programme’ related to a higher level of organisation embrac- 
ing a number of performance units; though at times, in the 
budgetary parlance, the terms ‘programme’ and ‘performance’ 
budgeting have been used more or less interchangeably. The 
present system of classification is in terms of functions, missions, 
programmes and programme elements with a view to integrat- 
ing planning and programming with budgeting. 

2. The Programme Budgeting System tends to highlight 
the need for clearly defined objectives; choice between alterna- 
tive programmes based on their cost-benefit implications; spel- 
ling out the future cost repercussions of near-term financial 
commitments etc. In essence. Programme Budgeting empha- 
sises the need .for overall programme management in the 
light of long-term objectives. The keynote of Performance 
Budgeting, on the other hand, has been on improvement of 
internal management on the basis of the volume of work to 
be accomplished (during a financial year) and its cost. Conse- 
quently, Performance Budgeting involves the development of 
more refined management tools such as work measurement, 
performance standards, unit costs, etc. 
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3. In a planned economy, it is logical to think in terms 
of budgeting both as the nearest link in a well-integrated 
system of planning, programming and budgeting and as a tool 
of management, providing a system of information for decision- 
making, coordination, evaluation and control to appropriate 
levels of the organisation. 

4. Besides favouring a “rolling” plan (as against 
‘terminal’ five or six-year plan) an integrated Programme 
Budget would demand a clearer expression of national and 
programmatic goals, formulation of alternative programmes 
with the delineation of their cost and output streams, choice of 
programmes as well as the determination of an order of priori- 
ties on the basis of their relative costs and benefits. These are 
indicative of the high degree of sophistication in the techniques 
and practices of planning and programming that needs to be 
attained in order to ensure rational utilisation of the national 
resources. Performance Budgeting could be the basis of such 
a super-structure. 

5. The managerial potentialities of budgeting may be 
developed through: (c) the classification of public expendi- 
ture in terms of functions, sub-functions, programmes, sub- 
programmes, projects/activities, works/tasks; (jb) the estab- 
lishment, improvement and extension of activity schedules for 
all measurable activities of government; (c) the establishment 
of work output, employee utilisation standard, or unit costs, by 
objective methods; and (d) the creation of related cost and 
performance recording and reporting system. 

6. Whereas the classification of operating expenditure 
is in terms of functions, programmes, activities and tasks, that 
of investment expenditure is in terms of functions, programmes, 
projects and works. The U.N. Manual for Programme and 
Performance Budgeting has defined these terms clearly. Func- 
tions represent broad groupings of operations that are directed 
towards accomplishing a major purpose of government. Prog- 
rammes refer to broad categories within a function that iden- 
tify end products of major organisations. In the operating 
categories, it constitutes an instrument for performing functions 
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by which goals could be set and realised by high-level adminis- 
trative units. As an investment category, a programme cons- 
titutes an instrument for establishing targets to be achieved 
through an integrated set of investment projects. Complex 
programmes are divided into sub-programmes to facilitate 
executions in specific areas. An activity refers to a more 
limited division of action geared towards the attainment of the 
goals of an operating programme or sub-programme involving 
processes for which an intermediate or a lower-level adminis- 
trative unit is responsible. An activity consists of several 
specific operations forming part of a process aimed at achiev- 
ing a particular result. On the other hand, a project refers to 
a series of works in an investment programme or sub-prog- 
ramme for the formation of capital goods, which are carried 
out by a production unit capable of functioning independently. 
Works constitute a part of a stage in the formation of capital 
good that is a segment of a project. Thus, functional classi- 
fication is the sheet anchor of Performance Budgets which 
aggregate budget data to show the share of public expenditure 
devoted to each public service. 

7. Activity schedules are designed to highlight the 
major purposes to be served, the identification of programmes 
directed towards these ends, indication of projects/activities 
under each programme as well as the measurement of the 
volume of work with data on past, current and anticipated 
workload, such as the number of children to be educated 
number of hospital beds to be provided, number of trees to be 
planted, tons of garbage to be collected etc. These measures 
should, as far as possible, be countable, reflective of the impor- 
tant resources used and should be set forth in functional terms. 
If the organisational structure corresponds to the functional 
framework of an agency or department, it will facifitate the 
decentralisation of programme and financial responsibility to 
suitable operational levels within the organisation. 

8. Performance Budgeting cannot make much headway 
without proper measures of work. But there is no single yard- 
stick for measuring activity or for determining performance 
standards. Some agencies can use workload and unit cost 
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data; others may use mere workload data or some descriptive 
material. Often ‘unit cost' conjures up visions of tremendous 
accounting charts, elaborate distribution tables and scores of 
accounting personnel busily preoccupied with problems of 
allocating administrative and other overheads on a cost 
accounting basis. Though it may be desirable to move prog- 
ressively in the direction of more accurately quantified work 
and cost data, less sophisticated measures suitable to lower 
stages of development and skilled manpower of the various 
agencies may be employed in the short run. Standards set 
should be based on a complete understanding of the nature of 
the work rather than on historical or comparative data. Imper- 
fections on this score would call for flexible standards which 
may be improved upon over time. 

9. Record-keeping along functional lines would help to 
bring out the variance between budgeted and actual costs, 
thereby enabling management to check on the work accomplished 
against work assigned. Some operational factors are likely to 
lie behind every variation. Wide variations in performance 
ratios may be indicative of improper personnel utilisation, 
improper work distribution, inadequate procedures, inadequate 
equipment operation, etc. Some of these may be remediable. 
Where the variation is due to remediable factors, timely and 
suitable actions may be taken to eliminate the gap. An ideal 
reporting system should cover the volume, quality, time expend- 
ed and costs of each programme or activity. Accrual accounting 
may be used wherever appropriate. 

10. It should be recognised that in some areas like 
diplomacy, work may not be measurable; certain others, like 
police or fire protection, may not lend themselves to refined 
measurements; some tvith large administrative overheads may 
present knotty problems of cost allocation; sometimes running 
accounts of work may not tie neatly with budgetary allotments. 
Nevertheless, a predominant segment of governmental operar 
tions can be reduced to sensible quantitative categories capable 
of measurement at varying degrees of refinement. Experience 
has shown that the advantages of pressing forward in the 
direction of quantifications and measurements are enormous. 
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Miicli, however, depends on whether the introduction of 
Perfonnance Budgeting is a part of a major change in budgetary 
and administrative philosophy. Given the desire and drive for 
efficient management of governmental organisations, Perfor- 
mance Budgeting could serve as a convenient tool of manage- 
ment. It helps administrators to prepare their budgets on the 
basis of what they hope to accomplish ; it serves both as a tool 
for reviewing the efficiency of existing operations and their 
results and as a system of feeding the data for planning future 
services; it upgrades the budget decision-making process by 
throwing up the requisite information on costs and work 
accomplishments appropriate for various levels of operation; 
it makes legislative review, control and policy-making more 
meaningful and makes budgets informative and understandable 
to the taxpayer. It should be an excellent instrument for 
translating long-term plans and programmes into reality. It is 
certainly not a panacea for administrative ills. But, in the 
hands of skilful administrators it should produce impressive 
results. 

II. Within this broad framework of Performance 
Budgeting, the technique of ‘cost-effectiveness' may gradually 
be introduced in quantifiable areas. This would facilitate a 
rational choice of programmes in terms of the relative cost and 
benefits streams of comparable alternatives designed to fulfil 
the same objectives. Such an improvement would help to 
integrate the processes of Planning, Programming and 
Budgeting. 


12. India has a growing public sector with a large 
developmental component. It has practised ex ante quantific- 
ation of her long-term objectives. It has had some experience 
in programming. But, budgets are not phrased in the same 
language of the plans. Despite the various reforms the 
classification of the budget still remains "‘eclectic". There is 
hardly any attempt at measureineiit or costing. There is an 


enormous criss-crossing of functional and organisational 
responsibilities. The “Demands" structure and account heads 
are somev/hat archaic. Accounting is not yet an internal 
responsibility. Timely and adequate information is not made 
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available for review and corrective action. In essence, budget 
has not yet become a handy instrument for management. It 
has a long, way, to go towards the d.eveIopnient .of an. integrated 
system of Planning, Programming and Budgeting. The intro- 
duction,' of Performance Budgeting, is likely to be a step forward 
in overcoming some of these defi,ciencies. 

13. There are certain steps that may be necessary for the 
installation of Performance Budgeting in India. Firstly, a 
constitutional amendment may be necessary to change the 
accounting format, “Demand" structure, and the role of the 
Office of the Comptroller and Auditor General of India, as well 
as to restructure the govern mental organisation more or less on 
functional lines. Secondly, arrangements will have to be made 
to persuade all the state governments to accept the timetable for 
the transition to Performance Budgeting. Thirdly, a five-year 
plan for the adoption of Performance Budgeting by all the 
Departments of the central and state governments may be 
drafted. The new system may be introduced in two depart- 
ments in the Centre and one or two departments in each of the 
State Governments. A progressive switch-over may be phased 
so that the budgets in all the departments of the central and 
state governments may be converted to a performance basis 
over a five-year period. Beginnings may also be made in, the 
progressive metropolitan governments in developing perfor- 
mance budgets. A similar timetable may also be set for 
introducing accrual accounting in areas such as public works, 
railways, irrigation, defence, P <& T, etc., where it is likely to be 
most effective. Initial efforts in this direction may be spent in 
identifying areas where accmal accounting is more essential 
A switch-o'ver to this system should be preceded by adequate 
preparation, especially with a view to reorient the accounting 
facilities with the new concepts, procedures and purposes. 
Fourthly, the Indian Institute of Public Administration withthe 
help and support of the Department of Administrative Reforms, 
Planning Commission, the Ministry of Finance, the Auditor 
and Comptroller GeneraFs office and corresponding agencies 
'in the state governments, may spearhead the movement 
towards Performance Budgeting. It is but natural that every 
human being resists changes, particularly those which may 
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:upset:the:fiiiidanie!ita aspects; of his daily , work. Adequate 
preparation to improve human acceptance iSj ' therefore, 
necessary to smooth the ■transforniatioii process. ■ Apart from 
■ neat : and comprehensive manuals of instruction, group meetings, 
'discussions^ conferences, ::semin;& courses, etc.., may have 

..to be.' o.rganised : covering ' a ..fair percentage . of the personnel 
involved in the affected agencies. The IIPA may play the' 
coordinating role in this important area. 
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for instance, for old-age pensions. You cannot possibly find 
any system whereby you do not have to see at least how much 
is going to be spent on these pensions. On the other hand, there 
are a number of services which are used, and must be used for 
very different purposes. Now you cannot possibly budget for 
each particular objective separately because the service in ques- 
tion will deal with all of them. 

I will give you an instance which is very relevant to my pre- 
sent occupation — the cost of an Embassy. You cannot possibly 
split up the cost of an Embassy ascertaining that so much is 
spent for providing passports and so much on public relations, 
so much is to be spent on reporting and so on and so forth. It 
is necessary in that ease to have what I am calling subjective 
budgeting. But even so, the emphasis may be more on one or 
more on the other. 

The term 'pejc formance bu dgeting’ in this terminology 
is used for goe s ev en further than what 

I here call objectiv e Jbu^efing. That is the type of 
budgeting where Jh^ appro priatio ns^ or rather the sums 
avaflaFle^tp llie Minl^ry^^p^^^ more or less direc- 

tly^related to the services _rendere^^ so that jvith an jncreas^ 
in. services, there will^ bp a mo rejorjes^automatic increase in 
the money provided for those services. Performance budgeting 
1s™usuaf!y~ used in the case of public enterpriseg, because there, 
quite obviously there is an input-output relation, and at least 
to some extent the amount of funds available to the agency, or 
to the enterprise, is related to the business activities of that 
enterprise. In some cases, the public enterprise is run almost 
on a commercial basis : the public enterprise pays its way and a 
little more. There will be very few limitations actually on its 
expenditure as long as it is run at a profit. The limitations there 
will be chiefly related to major investments for the future which 
have to be financed out of borrowing, or which for other rea- 
sons, for instance of cyclical policy, have to be limited at a 
given time and increased on other occasions. But on the whole, 
the tendency in all the countries which I have studied is for 
public enterprises to work on what I would call the basis of 
performance budgeting. 

Apart from thatj-TU'^tfiost countries, subjective budgeting 
is the normal procedure. They budget for the services, for the 
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types of expenditure wit lio'u t much re latjon.,..^^^ 
objectiyesTTHis is so on the whole in the^ 
niteiy so in France. I should say France has subjective budget- 
ing with^avengea^^^^ more Than any other country I 

know of " I should say that probably my own country, Sweden, 
comes second. There also, subjective budgeting dominates to a 
very considerable extent and it is actually, in most cases, very 
difficult to see from the budget what is spent on a given type 
of expenditure. This has caused considerable concern, and 
experiments are now taking place with objective or even perfor- 
mance budgeting, in selected parts of the administration. 

Now, if you are to move from subjective budgeting into 
objective budge tin g:, it means tjto you would 
agency, whether it be a Ministry or_ an agency, freedom of 
choice between different means to be employed to gain a 
given_ objective. You may say, for instance, that such an 
amount is set aside for a certain objective. Whether they spend 
it all on personnel, all on equipment, or part on personnel and 
part on equipment, is their choice and will depend on the cir- 
cumstances. In a country such as my own, where there is 
shortage of manpower, shortage of personnel, with a compara- 
tively good supply of foreign exchange, it would probably in 
many cases be economical to reduce personnel by introducing 
labour-saving equipment, even if that equipment is to be 
imported. On the other hand, in a country where there is a 
shortage of foreign exchange and a good supply of personnel 
and manpower, you would go the other way. You would re- 
frain from using labour-saving equipment, you would still emp- 
loy procedures which require a considerable amount of 
manpower and a considerable amount of personnel, so as to 
avoid the difficulty of importing labour-saving equipment. 

But there is not only a permanent difference between 
different types of environment, in which case our problems 
would be fairly easy to solve. There may in many cases be a 
choice to be taken at a given moment. For instance, in a 
certain office you may have the possibility of having two more 
stenographers or a dictaphone. If you have a dictaphone, you 
can use typists with far less training and the initial investment 
and the comparatively small current expense for that purpose 
would, therefore, simplify matters. You may be able to decide 
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on this at the moment when you find that the skilled stenogra- 
phers are not available: that is to say you do not have to 
decide it in advance when the budget is established. You decide 
it at the point where the need arises and you find that the 
means you previously employed are not sufiicient to gain your 
purpose. Objective budgeting leaves the spending agencies this 
freedom of choice. Therefore it makes their work more flexible 
and in many cases I would say, also more efficient. 

Now there are countries which to some extent — I do not 
think completely, because it cannot be done completely —have 
introduced this system. The United States, and in particular 
I would say the States rather than the Federal Government, 
and even more the cities, which have often a different type of 
administration, have gone a long way towards introducing 
objective budgeting. In the Federal Government it is more 
difficult, partly because the Federal Government deals with 
things where objective budgeting is often much more difficult, 
e.g., the foreign service and defence. I think it is true 
to say that in the United States there is a very strong 
general trend towards objective budgeting, and this is to some 
extent influenced by the fact that in the United States private 
enterprise is almost invariably held up as a model to the 
public services, and in private enterprise objective 
budgeting is the rule. Of course, they are not bound by the 
need to have a budget to be approved by Parliament or 
Government authorities. They can make whatever changes 
they like in the current year. The shareholders’ meeting does 
not decide on the budget for a private enterprise. And because 
this is so, and because the traditions of private enterprises are 
so strong in the United States, they have at this point been 
able to influence, first municipal government, then State 
Government and to some extent even Federal Government, 

But there is a European country which has also gone a 
long way towards objective budgeting, and which, in fact, has 
introduced so mething which involves even perform a nce budge t- 
jng, and that is t he Netherland s. In the Netherlands, budget 
reform has been going on for a long time after the war. The 
traditions of objective budgeting and performance budgeting 
were established chiefly during the seven year period of 
Prof. Pieter Lieftinck as Finance Minister of Holland. He 
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eventually moved to the World Bank and then to the Inter- 
national Monetary Fund. But when the Dutch were setting 
up their administration after the war, they could begin more 
or less with a clean slate and Prof. Lieftinck, who did not 
come from the public services but from academic life, with 
some experience of business, consciously introduced a system 
of this type. Of course, even there elements of subjective 
budgeting remain to some extent. 

But when I say that they even have a system of perfor- 
mance budgeting in some cases, I am thinking of the control 
exercised by the Finance Ministry. In fact, in Holland when 
an appropriation has been passed by Parliament, that does not 
mean that it is necessarily available to the services in question. 
It still requires specific permission from the Finance Ministry 
to release the credit in question, and the Finance Ministry is 
free to refuse it on different grounds. It even happens, and 
this I think is a characteristic which exists nowhere else, 
that the Finance Ministry will refuse to release funds for a 
given purpose because the appropriation is too small. They 
will say that the appropriation is insufficient to achieve the 
objective and therefore rather than use some money without 
achieving the purpose Jhey will release at all. This 

means, in actual fact, of course, that they put themselves up as 
judges even above Parliament and say that Parliament has 
made a mistake in granting too small an appropriation for the 
objective in question. 

I do not say that this happens very often, because 
obviously the knowledge that the Finance Ministry has this 
power and may use it in certain circumstances would influence 
the same Finance Ministry when it is making up the budget. 
So when they plan the budget and when they approve the 
appropriations at the initial stage, at the stage of establishing 
the budget, they will take specific care not to put themselves 
in the position wh^e, later on, they may have to refuse 
to release the appropriation which they approved originally;. 
But it means of course, also, that Parliament has to be 
very careful in reducing appropriations, and, in fact, 1 think 
the main outcome of believe that this was 

to some extent Piete r Lieftinck^s i dea — ^has been to increase 
enormously the power of the Finance Ministry. The Finance 
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Ministry comes in at both ends; both in the establishment of 
the budget and in the substantive control over execution, and 
this means that they exercise even more power than Finance 
Ministries in other countries; and this is saying quite a lot 
because Finance Ministries are, of course, very powerful all 
over the world. 

Now, I have gone into this at some length, because I 
feel that this tendency which we find in the United States on 
the basis of the idea of private enterprise, but which we also 
find in a country like Holland on quite different grounds, is 
probably something which ^will be under discussion for a long 
time, and which is likely to influence budgeting all over the 
wmld, in particular when the __scale„. of activities of the State 
is growing and those parts pilpublic..„^^^^^ which are of a 
V more or less economic character take on larger importance; 
because then the result will be that the model of private 
enterprise will have to be used to an increasing extent even by 
public agencies. 

Now you may understand from what I have been saying 
that I regard tliis development on the whole as very bene- 
ficial. I think that in the circumstances of the modern State, 
it is quite definitely an improvement that we get more of 
objective budgeting and even an element of performance 
budgeting to a greater extent than before. 

But I would not be quite honest if I were not also to 
point out that there are rather serious diflSculties inherent in 
this system, and these difficulties are to some extent, at least 
I think to a major extent, related to the questions of account- 
ing, audit and all sorts of controls. Obje^ive budgeting is 
possible, and even natural in a comparatively small organisa- 
tion where the leadership can exercise far-going control over 
the whole of its own administration. It is also something 
which would be ideal provided human nature were such as to 
make no controls necessary, provided you could assume that 
administrators are all-wise and always completely selfless. In 
these circumstances objective budgeting would be the ideal. 
Oil the other hand, it is quite ' clear' that in^J,hej^ffi^_circum- 

stances ...of th e world, -and-^Jurnmn^tuie^ is,, we 

must look at Xhe..^other sjde. Objective budgeting, of course, 
is in s ome re spects advantage ^s^ven from the point of view 
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of post-audit or current control through aceounting and 
current audit. To the extent that control is related to 
efficiency, this type of budgeting facilitates it. I would even 
say that as long as it is related to real econoiny in adminis- 
tration, the input-output relations, the relationship between 
the funds made available and the extent to which objectives 
are gained, that relation is more obvious, and therefore also it 
is easier afterwards to check whether this has been achieved. 
But you will remember that we talked about other aspects also 
of auditing, such as checking of the honesty and the reliability 
of the administration and the legality of expenditures; and 
that obviously becomes more difficult in a system of objective 
budgeting. If tj^-"^'a3ministrator wants to cheat, wants to be 
dishonest, it iV much easier if his budget is based on the 
achievement of a given objective without specification of the 
means which he has to employ. It would then be rather 
difficult to find out if the means he has been employing are 
dishonest, as long as he has achieved the object reasonably 
well. And that is all that would appear from a study of the 
input-output relations, and if he wants to employ means or 
practices which are not acceptable, then even a rather careful 
audit might not find him out. 

I shall stop here for a moment and go over to the second 
problem which is related to that of objective and subjective 
budgeting and where the character of the problem is much the 
same. And that is the qu estion of details in budgeting . To 
what extent does the budget go into the details, small figures 
even, in regard to appropriations and allocations for given 
purposes? Now in many countries, and again both France 
and Sweden are typical, the budget is split up into a great 
number of items, some of which are comparatively very small. 
I once made a study of the Swedish budget in that respect, 
and I came to a total figure of about 1,500 items in the budget 
of the Swedish Government, and going further I found that 
nine out of these 1,500 items were responsible for two-thirds of 
the expenditure; the remaining 1,491 items were responsible 
for only one-third. This detailed budgeting is something which 
you find in countries like France and Sweden and in a great 
number of other countries as well — I do not know what the 
situation is in India, but I know that in another developing 
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country, which I once studied, v/^., Turkey, budgeting was 
more or less on the same lines as in France in this respect 
This system has historical explanations. It also has political 
explanations, because it means that the budgeting authority, 
and traditionally this used to be Parliament, can exercise 
much political influence over the administration by deciding 
that so much money is to be used for this little item and so 
much money for the other, thereby binding the administration 
in its activities to follow along the lines where Parliament 
wants it to go. 

On the other hand, of course, the system has very great 
disadvantage s. TJ)^l3udget is normally made up, or at least 
begins to be made up, anything from half a year to one year 
before execution even commences, which means that it will be 
approximately one year behind your forecasts. Many things 
happen during one year of administration, and quite frequently 
you will find that these small items are unrealistic. You may 
find that due to unforeseen circumstances you provided too 
much money for one purpose, too little money for another 
purpose, and the administration will find itself bound by these 
appropriations and allocations, and its activities will be corres- 
pondingly hampered. It also sometimes leads to rather un- 
desirable practices, for instance, the practice of spending 
whatever is left over in a given item just before the end of the 
budget year. It is a practice which I think we all know be- 
cause it happens in all administrations where subjective budget- 
ing is employed, and the cause of it is that if, when the budget 
is established next time (or rather the time after next because 
there is a time-lag in between), the Ministry or agency in 
question has not spent its appropriations, the Ministry of 
Finance will be inclined to reduce them, whereas, perhaps, the 
situation was that they had too little need of one detail that 
year, while in the subsequent year there may be more of it 
This does not appear because in any case they were not 
allowed to spend more than was provided for, and in order to 
avoid difficulties of this type, they will spend, not according to 
their needs, but according to their forecast of the effect of 
spending on future budgeting. This, obviously, is far from 
satisfactory. You will also find that sometimes, because of 
this detailed budgeting, an agency^ even a rather small agency. 
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will be ratber hapbazard in its spending. They will spend 
money simply where it so happens that they have been provi- 
ded with reasonably good funds. 

I was once Chairman of the board of an approved 
school, where certain sums were needed for food, certain sums 
for clothing and so forth. The sums for clothing were insuffi- 
cient and the sums for food were too high. So the children 
in the approved school at the end of the budget year got 
sumptuous meals, but it was very difficult to provide them 
with decent clothes when they were discharged. Now, the 
answer to this obviously is either to do away with detailed 
budgeting and provide a lump sum, or else to find some mea ns 
whereby transfers can take plac e. In t he French system and 
alsoTnmiany other systems, ■ in___ fact, there is p rovision for 

something'^^^wEIch TT^ ^vixSmen^ , that __ ^ is ^^t ransfer of 

'suinsTro^^ item to ano tpfT^ Normally the spend ing 
a^e iTcy 7^55t"'‘'p^ to .. do this entirely on its own. They 
wi ll require permission from some superior agency, sometiiMS 
even from th^ JFinan ce Ministry ^ But they will not normally 
require parliamenta ry approval : which means that in the 
coniie~ofexecuting the budget, if you find you have provided 
too much at one point and too little at another point for the 
same general purpose, you will be permitted to transfer money 
from the item which is too high to the item which is too low. 
Actually this means introducing by the back door something 
which is rather like objective budgeting. You still split up 
your items according to the subjective system, but you provide 
the means whereby a certain amount of objectivity can be 
introduced in the execution. 

There is another device which comes at an earlier stage, 
and which I think can be combined with performance budget- 
ing. That is what we have been calling in our political dis- 
cussions in Sweden—it has not been employed to any major 
extent but it has in some caseS'";;^|^mework budgeting. It 
means that j^ arliament .and the FinanceTKI !mitnrSle^^ 
th e demands of the spending ministr ies will allocate to each of 
th em, a lump sum and so you make up ;^uF^''bu3ger”orFfie 
a ssumption that the total of your budget is" such an amo unt. 
The spending ministry will then do the same thing to its sub- 
ordinate agencies. They will say, "‘Well, this is what we have 
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got from the Fmance Ministry. We have to divide it up. 
Now we feel that for this particnlar section of our work we 
cannot provide any more than that. But we leave it to you. 
You have more experience than the central officials of the 
Ministry to say how you are going to divide this up between 
the different items in your budget.” Admittedly, this does 
not permit changes of scale during the period of execution of 
the budget. But on the other hand, it does at least give the 
substantive authorities more influence over the actual spending 
than they have under the old system. 

We have employed ^ this in . some ^ c^^ for instance, in 

the case of some sffli-public institutio ns which draw most of 
) their funds from the Government, but techmcafly anci consti- 
i tutionally are not part of the atoinistration* They will be 
given a lump Wm^ and to use it according to the 

budget they have established for themselves. 

We have been also using it to a considerable extent in 
defence, and here I think I should like to make a brief excur- 
sion and tell you how our system has been working in this 
field. Of course, the defence budget today of any country is 
a very considerable part of the whole. The problem con- 
fronting it originally was a political problem, to prevent ques- 
tions on military expenditure and defence from becoming too 
important in party conflicts. In order to avoid that, one 
Royal Commission after another was set up to study defence. 
These Royal Commissions included parliamentarians from all 
political parties and worked on the basis of proposing a frame- 
work for the total cost of defence per year. Normally, these 
reports and the decisions subsequently taken unanimously, or 
more or less unanimously by Parliament, covered more than 
one year. Agreement was made on defence expenditure for 
two, three or even four years, and the decisions were for a 
lump sum for defence as a whole. It was then left to the 
military authorities between them to split this up, or rather it is 
for the Ministry of Defence to divide up the lump sum among 
different forces, and then the Chief of the Army and the Chief 
of the Navy and the Chief of the Air Force themselves will 
bring forward proposals to the Defence Ministry for spending 
within this sum. Actually we found that this system worked 
very well. Parliamentarians are not military experts. It is. 
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therefore, not very easy for them to take the detailed substan- 
tive decisions necessary in the highly technical field of modern 
defence. On the other hand, I think it was Lloyd George 
who once said that defence is far too important to be left to 
Generals. And for this reason you cannot possibly let the 
military decide how much money they are going to spend on 
defence. We found that framework budgeting made it possible, 
to combine in a rather satisfactory way the technical know- 
ledge of the military personnel and the political sagacity of 
parliamentarians from different parties. We were on the 
whole rather happy with this system. 

To sum up: in using the word “efficiency!! it is necessary 
always to remember that the. w ord is clos ely related to the 
word “effect”. JE fficiencv mea nsZfin.dinSL..the best means to 
acbieve a given objective, a g iven eff ect. It means that in 
administratiom~en5phasis has to be put on the objectives of 
administrative functions rather than on the niceties of proce- 
dure. It has to be brought in from the pure economic field 
into the field of administration. Even when productivity can- 
not be measured in figures, and this is very often the case in 
public administration, the very idea that administration should 
be productive of a given effect has considerable influence on 
the working of modern public administration, and it has to be 
brought in at least to the same extent in budgetary structures 
and procedures. 

Related to this is the problem of decentralisatio n. The 
growing administrative structure — and all modem countries 
have an administrative structure which is growing — will be 
increasingly dependent on decentralisation and delegation, 
otherwise it will bec o me unbearably slow and cumberso me to 
th^ publ ic. Decentralisation cannot stop short of budgeting. 

^Decentralisation must also mean that you decentralise financial 
decisions to a considerable extent. Moreover it is necessary to 
get rid of some of the fictions connected with budgeting. I 
referred in my earlier lecture to one of these, namely, the 
question of the financial year or the budget year, which is quite 
obviously nothing more than an auxiliary device— just as a five 
year plan is, of course, an auxiliary device; it does not mean 
that you will achieve miracles exactly in five years, nor will youi 
achieve miracles exactly in one year. Your miracles, if you 
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achieve them, may take three years four months and twenty- 
five days just as often as any other fixed period of time. On 
the other hand, budgeting will, of course, have to be based on 
some time schedule. What is necessary is to see that these 
auxiliary devices, such as financial years and five year plans, do 
not achieve a life of their own. We have in some cases a 
device — I think it is used in many countries, although I have 
chiefly seen it in my own, and there again I would refer to the 
experiences of our defence budget“-»what is called “a rolling 
budg e^. You make up your planned expenditure, let us say, 
for 4 to 7 years, or whatever it is, but you change it every year. 
That is, every year you make up a new plan. Iflwereto 
transfer this to the idea of your five year plans, it would mean 
that you introduce in 1966 the five year plan for the period 
1966-71. You then introduce in 1967 another five year plan 
for the period 1967-72, taking into account the experience you 
gained in the first year. Then in 1968, you get a plan for 
1968-73 and so on and so forth. You will not be bound by 
the period of five years. You will be able to make the 
necessary changes as you go. But at the same time, you will 
be able to plan fairly long in advance. To some extent, I should 
say this procedure can be used also with regard to the normal 
budget and annual budgeting. You can up a budget 

which in form is for one year, but which actually is a rolling 
plan for, let us say, three years or .fourj^X five, taking into 
account the possible forecasts for the period after the budget 
year. And, of course, if you have to use the devices which we 
have been talking about before, you may also be able to make 
changes in the course of the budget year. 

This means of course that in the whole field you have to 
introduce procedures which are more flexible than the tradi- 
tional ones. It must then be remembered that these less rigid 
procedures demand a high degree of honesty and devotion to 
duty on the part of the administrative personnel. But they 
require even more. They require not only that honesty and 
‘devotion are actually present, but also that the public is 
confident of their existence. As long as the public, rightly or 
wrongly, is suspicious of administrative agencies and their 
personnel, they will not be prepared to accept these more 
flexible procedures. That I think one of the crucial. 



"THE BUDGET' AS AN INSTRUMENT OF ADMINISTRATIVE' EFFICIENCY : ' 35 

problems. Because as long as procedures are mflexible it is 
unlikely that confidence will be forthcoming. On the other 
hand, if confidence is not forthcoming, it is difficult to get rid 
of these inflexible procedures. This is the type of difficulty 
with which we are always confronted in public administration. 
The fact that our administration has been going on for such a 
long time with a modicum of success seems to indicate that 
this type of problem can somehow be solved, and I think it can 
be solved in budgeting as well as in other fields. 

Questions and Answers 

Q, No. 1 : You were talking of police and the armed 
services. What is the test ? More arrests made or less 
arrests made ? The answer I think lies not in the arrests 
made or arrests not made. It is the social order which is 
wanting to be on-going. The test would be: does it promote 
an on-going social order? Does it promote harmony? 
Investment on police will not be on what the police has 
done by their own function but, something outside, in the 
social function which they promote. 

There is something like deceptive budget s like the type 
of budgets which Hitler made in which heavy expenditures 
could be hidden,. My question is this: How on earth do the 
other related facts get hidden ? 

How could a small country like Poland manage to have 
500 aircraft? Secondly, how could this country afford to 
spend so much on defence without the risk of breakdown 
in social order ? 

Answer : The harmony of the social order can usually 
not be measured in figures, and budgeting is concerned with 
figures and that is the reason why it is so difficult to find a 
measure. You will remember that yesterday Dr. Thavaraj used 
the words hneasure for the productivity’. You may say that a 
given system of policing is on the whole efficient or inefficient* 
But to measure in figures let us say, the increase of efficiency 
which you may gain by certain additional appropriations for 
a certain purpose is practically impossible. You will have to 
rely more or less on arbitrary judgment in order to assess the 
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relations between input and output in an administrative situ- 
ation like that. 

With regard to your other question, that is on decepti\ e 
budget^, Hitler could present deceptive budgets because he was 
safe from opposition. In a democratic system, particularly in a 
system of parliamentary government it is the business of the 
opposition to investigate carefully and put its finger on anything: 
which is deceptive. If the opposition fulGIs that function, which 
I should say it does normally in countries like U.K., Sweden 
and France, the Government will not even attempt to present 
a deceptive budget because if they do they run the very serious 
danger of being kicked out. Therefore, the very existenc e o f a 

watchful opppsition has considerable 

the Government, It is necessary, of course, for this purpose 
that the opposition should do a lot of thankless spade work. 
And actually you will find that sometimes the work of the 
opposition in this respect is more helpful to the Government 
than to the opposition parties themselves because they will not 
gain very much from it in elections. But they will, on the other 
hand, perform a useful function for Government. 

You asked how the Poles could provide for 500 aircraft 
secretly. That is related to your third question: How are we 
to build up a defence system in any country, India or 
any other, when the expenses run so high that they may upset 
the whole of the social order ? Again that is a question 
where you may say that you will have to run risks on both 
counts. You will have to provide a defence system which is 
perhaps not enough to get you full security. But, on the other 
hand, you will also have to build up a defence system which 
costs so much that it precludes you from doing what you 
would like to do in other fields, such as education, social 
security, etc. It is a question of rather hard-headed decisions; 
and not merely that, but also courageous decisions about 
priorities, rather than falling back on wishful thinking, either 
of the type that you think you can achieve complete military 
security or that you can feel so secure that you do not have to 
spend anything at all on defence. 

We have had this problem for a long time in Sweden. 
I think the question of our defence expenditure in fact was 
our major political question from about 1910 until about 1940, 
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that is until the beginnmg of the second world war. We 
tlxrashed it out over and over again. We quite often found 
the results very, unsatisfactory on both scores. ' But in the 
end, by trial and error, and because ' we were lucky and 
■avoided having to put our defences to actual use, we have now 
achieved what we think is a reasonable balance. The balance, 
of course, will be different from country to country. It depends 
on the political and strategic situation. It depends also on its 
economic potentials. There is a mean which can be struck, 
blit of course it is not always a popular decision to take either 
wa}”. 

Q, No. 2 : Many years ago Mr. Bevan suggested that a 
normal budget should be prepared for two years instead of 
one year to make proper utilization of the funds. 

You have also mentioned about honesty and devotion. 
I have seen that in spite of the huge volume of rules and 
regulations to check dishonesty in spending of funds, we 
have not succeeded altogether. 

One main drawback is this, that we attach too much 
importance for minor things. We think Rs. 2 is the same 
as Rs. 20 lakhs, Rs. 50 lakhs or Rs. 2 crore. 

Answer : With regard to the annual budgets, I men- 
tioned in my earlier talk that in the Netherland s ther e is a 
const itutional provision which makes it possible to h ave 
bi ennial budgets . It is the only country I know which has 
such a provision. The point is that it has never been applied. 
I think the reasons for this are political rather than economic. 
It is simply that parliament will not be satisfied if such a long 
period has to lapse between the decision taken and the actual 
execution, but it can be done m many ways. I think in many 
countries, there is a tendency Today to emphasise, not 
financially, but in the discussion, certain parts of the budget 
in one year and others in the next year. The whole thing will 
work much like wbat I have been calling a roiling biennial 
budget : that is the decisions will be taken I think for two, 
three or four years rather than one but it will not be taken for 
the whole budget at once. You will go into different parts at 
different times. 
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Your second question about regulation and dishonesty 
^'s perfectly valid. A great number of regulations do not 
provide for more honesty and quite often the effect is to the 
contrary. If you regulate too much you open avenues of dis- 
honesty which should not exist otherwise. But I was discus- 
sing this from a very specific point of view, that is of objective 
or subjective budgeting. And there I would still say that 
objective budgeting does provide more opportunities for dis- 
honesty than subjective budgeting, whereas on the other hand 
a great number of details introduced into the budget do not 
necessarily provide for greater honesty. 

Finally, you said that, related to this problem also, there 
was a tendency to put too much importance on minor things. 
Yes. This is a very curious thing. I noticed it in a fairly 
long political life both on a municipal body where I once sat 
and also in Parliament. Members are much more interested 
in discussing the small sums than in the large ones, and I have 
been asking myself: why is that so? I think the psycho- 
logical explanation is really rather easy. A sum of 
Rs. 10,000 is intelligible to every one. We all have some 
experience of what it means. A sum of Rs. 10 crores is 
completely unintelligible to most people. They just do not 
know what it is. They have never seen it and they have never 
dealt with it in their private affairs and therefore they actually 
fight shy of discussing problems of this type which lie entirely 
outside their personal experience. It is, if you like, one of the 
shortcomings of democracy, except that you will remember 
that in a dictatorship probably the same thing would apply 
to the people actually in power. You do not have a philo- 
sopher king governing in a dictatorship today, and even if 
you had a philosopher king, he would be unlikely to be a 
budget philosopher. So normally you will find that this is a 
difficulty which arises in all systems of modern government. 
We are dealing in Government, and budgeting in particular, 
with figures which are to use a hackneyed term astronomical,, 
even to the extent that to most of us they seem to be in the 
stars rather than on this earth and therefore we are unable to 
understand what they actually mean. 

Q. No, 3 : In India planning is centralised, plan 
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exercises are spread over a number of years. In the 
case of the rolling plans much attention would be diverted 
from execution to plan formulation and there will be paid 
more attention in plan formulation rather than in plan 
implementation. 

Secondly^ you have been pointing out the desirability of 
decentralisation and delegation. Every one shares the 
desire; but centralisation asserts itself because in the 
complexities of modern management of large-scale enter- 
prises, or activities on a large scale, there is not the same 
flow of competence to the lower levels as there are at the 
higher levels. Therefore even though you decentralise on 
paper, there is a tendency for re-centralisation in practice. 
So, is there any system by which we could decentralise 
competence along with our plans for decentralisation of 
functions? 

Answer : I think both of your questions are very 
relevant. But on the first one, I am afraid, I do not agree 
with you. The situation is, I believe, quite the contrary. I 
would say that a rolling plan would have to take much more 
account of implementation than a plan which is for a fixed 
period of time. If you make up a fixed five year plan, then 
after the plan is made up, there is no current checking on 
implementation or at least there does not have to be. When 
you then come to the end of the five year period, you may be 
able to say — '"Well, we fell short on so and so much on this 
point and so and so much at that point. We are very sorry. 
But now we are making a new plan for another five years and 
we are going to make good all that we fell short of last time 
and do a lot besides.’’ And you present that with great hopes 
and then you leave it for another five years and at the end of 
those five years, you may have to say more or less the same 
thing — “We failed at certain points but we are not going to 
fail the next time”, which may or may not be true. Whereas, 
if you have a rolling plan, the idea is that you will always 
have to present the extent of implementation which has taken 
place, and therefore you will keep tabs on implementation the 
whole time. 

Let us say that you are including in the plan two steel 
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plants, and you are expecting to add two more steel plants 
later on. This means you begin with the first two steel plants 
in 1966 and you expect to begin with the next two in 1970, 
By 1967 you can probably not say very much about the 
first two. By 1968 they should be well under way, and in 
making up the five year plan from 4968-73, you will already 
have to say quite a lot about the two new steel plants, and in 
drawing up your plans there you will have to refer to the 
experiences you actually gained in planning the two first. 
Thus, in a rolling plan, I would say, the relationship between 
planning and implementation is clearer than it is if you make 
up fixed long-term plans. 

The second question is of course a very serious one. It is 
quite obvious that decentralisation becomes a mere sham unless 
people at the lower levels are able to accept responsibility. I realise 
that this is a very serious problem in many countries and pro- 
bably not least in India. It is quite clearly a dijGficulty. On the 
other hand, I would say also that as long as you do not decen- 
tralise and delegate authority, you will never have good 
people at lower levels. The effect of decentralisation on 
personnel policies will show up : you will have fewer attractive 
posts at the top, at the centres, and more attractive posts 
at the lower levels. You will decentralise authorily. But 
authority always attracts competent people. You can not make 
competent people accept a post which does not carry authority. 
Therefore, as long as your administrative system is centralised, 
you will risk finding indifferent people at the lower levels. 
Decentralisation has a different 'effect. I think we have seen 
this in Western Europe and also in the United States, perhaps 
particularly in the United States, where the moi*e modern systems 
of City Government and State Government have attracted 
administrators who are at least quite as competent as those who 
are available to the Federal Government, because they carry 
authority. A person who can be a State Governor may even 
prefer that to being Attorney-General of the United States. He 
may feel that the post of the State Governor is more important, 
gives him more authority than that of Attorney-General at the 
Centre; and he will find that the post of Attorney-General in a 
state is more attractive than the post of Assistant Attorney-Gene- 
ral to the Federal Government and so forth. Even when you 
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have a Federal system, which incidentally of course you have 
here, the same thing would apply. We have in my country a 
system of administration which is rather similar to what you 
find on the European continent in general. Provincial gover- 
nors are appointed by the Central Government. The recruit- 
ment to these posts, which are purely administrative, is extre- 
mely satisfactory. Former Cabinet Ministers, former Secretaries, 
leading politicians, even from private enterprises, will very 
gladly accept appointment as provincial governors because they 
know these posts carry a considerable amount of authority — 
territorially limited to a province, but within that province wide 
and important. I would say therefore that to some extent at least 
decentralisation attracts competent personnel to the lower levels. 

Q. No. 4 : To what extent would you advocate a fully 
divided budget only in the non-investment sector of the 
Government ? 

Answer : As a matter of fact I am not altogether happy 
about a divided budget at ail, because I think the distmction 
between capital budget and current budget, or investment bud- 
get and current budget, is one of the artificialities of our budget 
system, and for two reasons. In the first place, very often it 
is difficult to say whether a given expenditure is for investment 
or for current expenses. Small investments, such as buying 
typewriters, will always come on to the current budget but are 
nonetheless in actual fact investments. The typewriter is not 
worn out in one year, at least not if the typist is reasonably 
competent. Therefore, it is actually an investment which should 
carry over a number of years. Still, it can never appear in the 
investment or the capital budget. Moreover, there may be a 
choice (as I tried to point out before) between investment and 
current expenses. You may sometimes try to achieve a given 
objective by deciding either on investing this year, let us say, 
Rs. 10 lakhs, or spending, let us say, Rs. 2 lakhs for each of the 
next five years. And one comes on the capital budget and the 
other comes on the current budget— but actually the choice is 
an administrative and not really a financial choice. So I should 
say that a totally divided budget will always be something of a 
fiction. What you need is to decide to what extent you are going 
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to finance your budget by borrowing. And then you come out 
of the realm of administration into the realm of economics. 
Because there is not only a question of financing certain types 
of expenditure by borrowing and other types of expenditure by 
tax revenue, it is also a question of the cyclical situation or 
cyclical policy. You may say at a given time it may be 
necessary to finance even long-term investments out of 
tax revenue because it is necessary to prevent overheating in 
economic life. At other times it is necessary to stimulate econo- 
mic life and then you have to borrow more. Thus you have the 
old Keynesian theory, to the extent it is applicable, coming in 
at this point. And if you have a completely divided budget, 
you will still have to finance some of your investments out of 
revenues in certain years. In other years you will perhaps 
finance some of your current expenditure out of loans, and the 
whole distinction becomes, as I said before, more a fiction than 
a reality. 

Chairman : Well, friends, we have heard two very interesting 
lectures from Prof. Heckscher on the ‘‘Budget as an instrument 
of efficiency”. He has given us a vivid survey of the budgeting 
system in various countries. 

He has specifically pointed out that there are some four 
stages or checks that are being exercised in different countries, 
namely, first, there is the screening of the demands at different 
levels. Then there is the execution stage where again checks 
can be exercised by the various authorities. Then we have the 
accounting stage, with which, of course, if it is absolutely up-to- 
date and regular so as to enable you to get the accounts in time, 
you can again exercise further checks. In fact in business 
management, as you know, it is these accounts that are presen- 
ted to them regularly every month that enables the Board of 
Directors to keep track of the expenditure and have a control 
over the operations. 

As for railway, I may say in this connection that, every 
item which is capable of being checked for productivity is 
invariably checked. But, as you know, in the case of railways, 
there are a number of items which are not capable of meticul- 
ous checking. For example, there is a whole lot of passenger 
amenities being provided. There you cannot really assess in 
monetary terms the value of each improvement. Those are 
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determined on the basis of social thinking and the sort of ame- 
nities we want in onr country, and on that basis amenities are 
provided. Likewise in the case of staff amenities, they are not 
capable of evaluation in terms of money. 

There are some other items also in the case of railways, 
like minor operational improvements. For example, you might 
put up an additional platform at a particular station. Now it 
is difficult to evaluate in terms of money as to what will be the 
exact benefit. But still, the advantages of putting up an 
additional platform at a station are determined and evaluated 
in a different way in order to satisfy ourselves that it is being 
done for production purposes. 

But one thing which unfortunately is lacking not only in 
the case of railways but practically in our entire budgeting set- 
up, is that forward commitments arising out of the investments 
are never evaluated. Perhaps they may in certain cases be 
confined to the department’s files, etc., where they may be 
assessing as to what will be the recurring revenue expenditure. 
It is done in the case of railways, for example, if you are 
doubling a railway track. They determine how many gangmen 
will be needed and so on. 

But no department today can say that as a result of the 
past investments, say in the next year or in the next two or 
three years, what the increase will be in our recurring expendi- 
ture, which I think is very important. It would be worthwhile 
if we could evolve a system whereby every major investment is 
backed up by its recurring expenditure and that recurring 
expenditure is thrown forward and evaluated clearly; so that if 
at any time you were to review whether the commitments that 
you had already undertaken would over-burden you in future 
years with recurring expenditure, you could at least take a 
view. At the present time, for example, we just cannot do it. 
Some of the district boards, etc., are getting a lot of money 
and setting up a lot of hospitals, etc. Now those are leading 
to recurring expenditure and we do not know whether their 
revenues can stand the proper maintenance of those hospitals. 
Likewise the same thing arises in regard to roads. We are 
putting up so many roads all over: district board roads, state 
roads, central highways and so on. Unless there are funds 
available for their proper upkeep, there is no point in building., 
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Therefore, a forward assessment of the revenue expenditure 
arising out of the investments ought to'be attempted. 

In our case, as you know, there is not the possibility of 
making that' meticulous check by the Parliament of the annual 
budget as is being done in some, other countries. Practically 
from the time of presentation of the budget by the Finance 
Minister up to the time it is finally approved, it is about a 
month’s time and during this one month’s time it is physically 
impossible for the Parliament to go into very much detail in 
regard to the individual items of expenditure. But our system, 
;'as:you know is slightly' different. We have the Estimates Com-; 
mittee which reviews the past expenditure in considerable detail, 
and makes copious comments in regard to the various expendi- 
tures that have been incurred by the different ministries. These 
provide to us certain guidelines. Of course, the Government 
has to take them into account in framing their future budgets. 

But the budget of a particular year is not subjected to 
that detailed scrutiny by the Parliament. On the other hand, 
our system is somewhat different from the system explained by 
Prof. Heckscher: in our case we have got what is known as the 
internal finance associated with every Ministry. They invariably 
go through every item. They are more or less part and parcel 
of the Ministry’s organisation and everything passes through 
them. They have therefore an opportunity to scrutinise it and 
therefore every item of expenditure gets very careful analysis and 
study by the internal finance. Once it has passed the internal 
finance, the Finance Ministry still has the option to make a cut. 
Normally those cuts are based on general considerations and 
not on individual considerations. 

In the case of certain departments like Railways or Posts 
and Telegraphs or Defence, where the expenditures are of a 
specialised character, the internal finance there is again specially 
trained for the purpose. They, in fact, live with them, they 
start their career with them, and they are built up in the whole 
sei up of working. Therefore, they are fully familiar with the 
technicalities of the particular organisation which helps them in 
de-aling with these problems. 

Let me conclude. We have heard a most instructive and 
illuminating lecture from Prof. Heckscher and we are grateful 
■and beholden to him. 
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Dr. Khosla (Director, IIPA) : The Chairman has 
thanked His Excellency the Swedish Ambassador for his most 
illuminating and instructive lectures, and on behalf of the 
Institute I thank him also for the same. The lectures were not 
only illuminating and instructive, but they were given in a 
language which even a non-finance man can understand. That 
is because of his political science background ! 
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1. Performance Budgeting is generally understood as a 
system of presentation of public expenditure in terms of func- 
tions, programmes, performance units, activities/projects, 
etc., reflecting, primarily, the governmental output and its cost. 
In accordance with such a functional classification the term 
^programme’ related to a higher level of organisation embrac- 
ing a number of performance units; though at times, in the 
budgetary parlance, the terms "programme’ and "performance’ 
budgeting have been used more or less interchangeably. The 
present system of classification is in terms of functions, missions, 
programmes and programme elements with a view to integrat- 
ing planning and programming with budgeting. 

2. The Programme Budgeting System tends to highlight 
the need for clearly defined objectives; choice between alterna- 
tive programmes based on their cost-benefit implications; spel- 
ling out the future cost repercussions of near-term financial 
commitments etc. In essence. Programme Budgeting empha- 
sises the need for overall programme management in the 
light of long-term objectivesV The keynote of Performance 
Budgeting, on the other hand, has been on improvement of 
internal management on the basis of the volume of work to 
be accomplished (during a financial year) and its cost. Conse- 
quently, Performance Budgeting involves the development of 
more refined management tools such as work measurement, 
performance standards, unit costs, etc. 
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3. In a planned economy, it is logical to think in terms 
of budgeting both as the nearest link in a well-integrated 
system of planning, programming and budgeting and as a tool 
of management, providing a system of information for decision- 
making, coordination, evaluation and control to appropriate 
levels of the organisation. 

4. Besides favouring a ^'rolling” plan (as against 
'terminal’ five or six-year plan) an integrated Programme 
Budget would demand a clearer expression of national and 
programmatic goals, formulation of alternative programmes 
with the delineation of their cost and output streams, choice of 
programmes as well as the determination of an order of priori- 
ties on the basis of their relative costs and benefits. These are 
indicative of the high degree of sophistication in the techniques 
and practices of planning and programming that needs to be 
attained in order to ensure rational utilisation of the national 
resources. Performance Budgeting could be the basis of such 
a super-structure. 

5. The managerial potentialities of budgeting may be 
developed through: (a) the classification of public expendi- 
ture in terms of functions, sub-functions, programmes, sub- 
programmes, projects/activities, works/tasks; (b) the estab- 
lishment, improvement and extension of activity schedules for 
all measurable activities of government; (c) the establishment 
of work output, employee utilisation standard, or unit costs, by 
objective methods; and (d) the creation of related cost and 
performance recording and reporting system. 

6. Whereas the classification of operating expenditure 
is in terms of functions, programmes, activities and tasks, that 
of investment expenditure is in terms of functions, programmes, 
projects and works. The U.N. Manual for Programme and 
Performance Budgeting has defined these terms clearly. Func- 
tions represent broad groupings of operations that are directed 
towards accomplishing a major purpose of government. Prog- 
rammes refer to broad categories within a function that iden- 
tify end products of major organisations. In the operating 
categories, it constitutes an instrument for performing functions 
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by which goals could be set and realised by high-level adminis- 
trative units. As an investment category, a programme cons- 
titutes an instrument for establishing targets to be achieved 
through an integrated set of investment projects. Complex 
programmes are divided into sub-programmes to facilitate 
executions' in specific areas. An activity refers to a more 
limited division of action geared towards the attainment of the 
goals of an operating programme or sub-programme involving 
processes for which an intermediate or a lower-level adminis- 
trative unit is responsible. An activity consists of several 
specific operations forming part of a process aimed at achiev- 
ing a particular result. On the other hand, a project refers to 
a series of works in an investment programme or sub-prog- 
ramme for the formation of capital goods, which are carried 
out by a production unit capable of functioning independently. 
Works constitute a part of a stage in the formation of capital 
good that is a segment of a project. Thus, functional classi- 
fication is the sheet anchor of Performance Budgets which 
aggregate budget data to show the share of public expenditure 
devoted to each public service. 

7. Activity schedules are designed to highlight the 
major purposes to be served, the identification of programmes 
directed towards these ends, indication of projects/activities 
under each programme as well as the measurement of the 
volume of work with data on past, current and anticipated 
workload, such as the number of children to be educated 
number of hospital beds to be provided, number of trees to be 
planted, tons of garbage to be collected etc. These measures 
should, as far as possible, be countable, reflective of the impor- 
tant resources used and should be set forth in functional terms. 
If the organisational structure corresponds to the functional 
framework of an agency or department, it will facilitate the 
decentralisation of programme and financial responsibility to 
suitable operational levels within the organisation. 

8. Performance Budgeting cannot make much headway 
without proper measures of work. But there is no single yard- 
stick for measuring activity or for determining performance 
standards. Some agencies can use workload and unit cost 
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data; others may use mere workload data or some descriptive 
material. Often hmit cost" conjures up visions of tremendous 
accounting charts, elaborate distribution tables and scores of 
accounting personnel busily preoccupied with problems of 
allocating administrative and other overheads on a cost 
accounting basis. Though it may be desirable to move prog- 
ressively in the direction of more accurately quantified work 
and cost data, less sophisticated measures suitable to lower 
stages of development and skilled manpower of the various 
agencies may be employed in the short run. Standards set 
should be based on a complete understanding of the nature of 
the work rather than on historical or comparative data. Imper- 
fections on this score would call for flexible standards which 
may be improved upon over time. 

9, Record-keeping along functional lines would help to 
bring out the variance between budgeted and actual costs, 
thereby enabling management to check on the work accomplished 
against work assigned. Some operational factors are likely to 
lie behind every variation. Wide variations in performance 
ratios may be indicative of improper personnel utilisation, 
improper work distribution, inadequate procedures, inadequate 
equipment operation, etc. Some of these may be remediable. 
Where the variation is due to remediable factors, timely and 
suitable actions may be taken to eliminate the gap. An ideal 
reporting system should cover the volume, quality, time expend- 
ed and costs of each programme or activity. Accrual accounting 
may be used wherever appropriate. 

10. It should be recognised that in some areas like 
diplomacy, work may not be measurable; certain others, like 
police or fire protection, may not lend themselves to refined 
measurements; some with large administrative overheads may 
present knotty problems of cost allocation; sometimes running 
accounts of work may not tie neatly with budgetary allotments. 
Nevertheless, a predominant segment of governmental opera- 
tions can be reduced to sensible quantitative categories capable 
of measurement at varying degrees of refinement. Experience 
has shown that the advantages of pressing forward in the 
direction of quantifi.cations and measurements are enormous. 
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Much, however, depends on whether the introduction of 
Performance Budgeting is a part of a major change in budgetary 
and administrative phiiosophy. Given the desire and drive for 
efficient management of governmental organisations, Perfor- 
mance Budgeting could serve as a convenient tool of manage- 
ment. It helps administrators to prepare their budgets on the 
basis of what they hope to accomplish ; it serves both as a too! 
for reviewing the efficiency of existing operations and their 
results and as a system of feeding the data for planning future 
services; it upgrades the budget decision-making process by 
throwing up the requisite information on costs and work 
accomplishments appropriate for various levels of operation; 
it makes legislative review, control and policy-making more 
meaningful and makes budgets informative and understandable 
to the taxpayer. It should be an excellent instrument for 
translating long-term plans and programmes into reality. It is 
certainly not a panacea for administrative ills. But, in the 
hands of skilful administrators it should produce impressive 
results. 

11. Within this broad framework of Performance 
Budgeting, the technique of 'cost-effectiveness' may gradually 
be introduced in quantifiable areas. This would facilitate a 
rational choice of programmes in terms of the relative cost and 
benefits streams of comparable alternatives designed to fulfil 
the same objectives. Such an improvement would help to 
integrate the processes of Planning, Programming and 
Budgeting. 

12. India has a growing public sector with a large 
developmental component. It has practised ex ante quantific- 
ation of her long-term objectives. It has had some experience 
in programming. But, budgets are not phrased in the same 
language of the plans. Despite the various reforms the 
classification of the budget still remains "eclectic". There is 
hardly any attempt at measurement or costing. There is an 
enormous criss-crossing of functional and organisational 
responsibilities. The "Demands" structure and account heads 
are somewhat archaic. Accounting is not yet an internal 
responsibility. Timely and adequate information is not made 
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available for review and corrective action. In essence, budget 
has not yet become a handy instrument for management. It 
has a long way to go towards the development of an integrated 
system of Plaiming, Programming and Budgeting. The intro- 
duction of Performance Budgeting is likely to be a step forward 
in overcoming some of these deficiencies. 

13. There are certain steps that may be necessary for the 
installation of Performance Budgeting in India. Firstly, a 
constitutional amendment may be necessary to change the 
accounting format, ‘^''Demand'- structure, and the role of the 
Office of the Comptroller and Auditor General of India, as well 
as to restructure the governmental organisation more or less on 
functional lines. Secondly, arrangements will have to be made 
to persuade all the state governments to accept the timetable for 
the transition to Performance Budgeting. Thirdly, a five-year 
plan for the adoption of Performance Budgeting by all the 
Departments of the central and state governments may be 
drafted. The new system may be ‘introduced in two depart- 
ments in the Centre and one or two departments in each of the 
State Governments. A progressive switch-over may be phased 
so that the budgets in all the departments of the central and 
state governments may be converted to a performance basis 
over a five-year period. Beginnings may also be made in the 
progressive metropolitan governments in developing perfor- 
mance budgets. A similar timetable may also be set for 
introducing accrual accounting in areas such as public works, 
railways, irrigation, defence, P & T, etc., where it is likely to be 
most effective. Initial efforts in this direction may be spent in 
identifying areas where accrual accounting is more essential. 
A switch-over to this system should be preceded by adequate 
preparation, especially with a view to reorient the accounting 
facilities with the new concepts, procedures and purposes. 
Fourthly, the Indian Institute of Public Administration with the 
help and support of the Department of Administrative Reforms, 
Planning Commission, the Ministry of Finance, the Auditor 
and Comptroller GeneraPs office and corresponding agencies 
in the state governments, may spearhead the movement 
towards Performance Budgeting. It is but natural that every 
human being resists changes, particularly those which may 
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upset the fundamental aspects of his daily work. Adequate 
preparation to improve human acceptance is, therefore, 
necessary to smooth the transformation x3i*ocess. Apart from 
neat and comprehensive manuals of instruction, group meetings, 
discussions, conferences, seminars, short courses, etc., may have 
to be organised covering a fair percentage of the personnel 
involved in the affected agencies. The IIPA may play the 
coordinating role in this important area. 




